Foreword

mwereeN hundred ond forty-one is umigus in

American business annals, Tihpon its record are
inseribed the events of the Initial year of transition
from the free Americon economy of the thictisg tn am
economy totally mobilized Jor war. Bot snch ia the
gpead with wluch changs ccours today that 1941 now
zeems almost 95 sérange and far removed from the
pressut ns do the relatively munor crises of the late
nineteenth century.

Two charpiy different themes dominate the 1941
sywaphony: The high, piercing tones of business-ns-
uguel and the yumbling bass erescends of war prepara-
tiong. A record output of poods and services for
civilinn eonsumption was produeed, while simultans-
onzly new armes plants were erected, first slowly, then
in faster tempo. As the Goverpment built stock pilss
of strategic and critical materials, businessmen wnd
conetrners songht to eomer their wants agpaingt tha lean
Foears to LOnle.

While income payments flowad in expanding volume
to the Nation's producers, each considered wistfnlly
those ways snd means of averting inflation, which
would apply to the prices and incomesz of others, but
not to his oawm. Henee there was much debate while
action waited. Meanwhile the price level sorped
strongly apward. Ag some portioms of business in-
gisted that their industrisi plants could not poseshly
be converted to war outpat, others mmdertook conver-
sion under incentives applied by public control of the
scarce materials so essential to war.

The cutbreak of hostilities at the year-end served
to arresi thizs divizion within the ecotncmy. Then im-
perative necessity welded ail business to the common
taslke of o maximuym war effort. Sacrifice, whick all
sought to postpone, snd in so deing only incrensed,
now confrents every group within the community,
Each individual is called upon to bear his share in
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lower living standards or abandoned privilege or
barder work.

The experience of 1941 has afforded instruction of
great signifizsance for both 4 warlisne snd a peaceiime
eeonotny, Not only has the nature of the many-sided
taske of the immwediate foture been clarified, but valu-
able guides hiave been developed and techniques per-
forted. At the same time, light bas been thrown on
the darkmess enrroundmyg some of the most comfuzing
goeinl and economic problems of the past decads. The
ability of the Nation {o hatness its resourees to o great
productive effort is being demonstrated. Tlnempioy-
ment need not be a rock upon which the State must
founder. We now Imow thal in normsl times this
eoonomy can operste within the eonfines of ity tradi-
tional institutions at an efficiency assuring an increasing
fivelihood for all,

Thess and other lessons ara to be gisaned from the
review presented in the following pages. Therein the
multiple economic developments of the pasi year are
set forth in analytical detail, with an eye to the changes
that are &0 be expected over the near foture.

The introduetion, certain sections, and the editing
of ihe whole, are the woals of John D Widson, who is
in charge of the Survey. Contributers include Gerald
J. Matcheit (prices}, Warren Wilheim and Millard
Gallop (industrinl production), Edward (). Bassett
{agriculiure, employment and working conditions),
William . Shelton {consumpiion), Frederic C.
Murphy (inventories), 5. Morris Livingston {construc-
tion), Albert E. Sanderson (shipping}, Donsld E.
Church (roilronds), Hal Lavy and Elenor Gould (in-
ternational trade and Sunance), and John B, Eindeman
{federal finance and banking),

Careors L. Wmsonw,
Drirector.
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SURVEY OF CURRENT BUSINESS

An Economic Review of 1941

'HI initiel stage of the transition to a war economy

pushed business gotivity to unprecedanted heights
in i%41. Neither strictly devated to preparation for
war, nor fo increased output for consumption, the
ecomomy embraced a combination of both. Tn the
regulting general expapzion, even the moet laggard of
business shook frec the lethargy that had encom-
pess=ed it for the past decade.

The basic influence impelling business to thiz new
peek was the growth in arms expenditures. These
wara more than gquadropled during the year, reachipg
a monthly volume of 2 billion dellars by December.
But until the year end the actiwity they represented
mterfered only to a himitad degtee wath the normel
course of business. Rather, the growing purchasing
rower chenpeled into the hands of consumears through
the amns program ansd the huge private capital outlay
incident to i, was met by o vast expansion in the
output of goods for consumption. For the production
of finiched armaments was (0 a vorylargedegrea centered
in plants rewly constructed or pewly outfitied, with
conversion of civilian facilities being vndertaken only
to a imited extent.

An sdvanca of such general naturs and of sush =ize
was possible only with the wtilization ¢f unemployed
rezources—labor, raw material, and finished plant.
Each of thess had limits—eand the first t0 be revealed
was the capacity for producing raw materials.
the fourth quarter metal supplies in particvlar became
inadequate to support o further incresse in armament
production and essential capitsl formation without
restricting the output of consumer duvrables. Such &
restriction was then undertaken, but not {o a degres
80 drastic 2z to prevent tha catablishmaent of n new
record consumer durable output for the yeor as 2 whole.

Tha actunl cuthreak of hostilities made imperative
the rapid achievement of the covntry’s moximum war
potantigl—the utilization of all svsilable resources
and the esrmamrking for military vse of the lsrgest
feesibla proportion of cutput. With this end in view,
the contributions of the year 1941 can, in retrospest,
be examined. The great production of consumers’
goods enabled the Nation to enter & hord struggle
with the largest consumer stocks in its history—but
this was achieved at the expense of only a fEmited stock
of finjshed ermaments with which to meet the very
great demands of a world-wide conflict, Thus, there
was created the necossity for an inmediate and radieal
changa in the churactar of our industrial output—the
multiplication of war goods meny fold and the drasijc
curtailment of civilian goods In order o realize the na-
tional abjeclive.

Adrance in Armament Expenditures.

Exzpenditures on the military program hed moved
up at & moderniely rapid pace in 1941 The s2rms
outlay in July 1940 had been 186 million dollare. By
December of 1440 it had rigen to 483 nollion, and a year
later was 24 a monthly rate of 2 biflion. But much
of the advance touk the form of increased axpenditure
on light supphes (porticularly in the exrly stages of the
program), and oo comstruction and indusirial eqoip-
ment; only in pact did it represent heavier output of
finished armamants and meychant ships.

These expenditures and their indireet afferts on
consumer output were reflected in the expansion of the
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nationnl income. From an anoual rate of 76 billion
doltars in mid-1940, income climbed to an 82-billion-
dollar pace at the beginning of 1941, By the final
quarter of the year it had approached the 100-bitlion-
dollar rate  For the year as o whole, national ineorne
stood at the ali-time peak of 94.5 billion dollars, 2lmost
s fourth Iarger than the 77.1 billion of 1040. Though
approximately one-third of the expansion in 1041 was
the resull of higher prices, the advanea in resl incoms
(or the actual volume of goods snd services produced)
was the ozt repid ever resorded.

Nofwithstanding enlarped copsamption, the propor-
tion of smployed rescurces devoted to mmlitary effort
incrensed markedly throughout the yesr. A rough
measure of the proportion i3 obtained from tha relation
of armament expenditures to the gross income (i. e,
the swm of tha values of all goods and services produced,
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including those produced for replacement and deprecin-
f1on). The 2-hihon-dollar defense expenditure in the
first quater of 1941 was equivalent to approxunately
one-tweifth of the gross meeme of that period, while
the 5 2-bilbon-dollar expenditure m the fAnal quarter
wans oqivalent to between roughly one-fifth and cne-
sixth of the larger pross meome at that tzme.

This was not an inconmderable gain snd approsched
the penk share of resomces which ths Umited States
diverted to milbtary gutput in World Wor I.  Never-
thelsss, the proportion fell {ar short of that employed
by the country’s enemies as well as by 1ts principsl

The atiack on this country on December 7, 1941,
caused an wpward revision of &)l schedules 1 preparn-
tion for o maxmmum mbitary cfort At the yem end,
the Presadent stated that the country must be prepared
&0 devole 50 poreent of 16s meome to the prosecution of
war, ond the budget submtied to Congress called for
au mims expenditure of 56 billion dollata 1o fiscal year
1045

That such 4n outlay 15 possible 18 & tribute to the
strength of the Nalwon’s basie resources at the time
it entered nto mrmed conthet In general, s raw
meterinle—agyicultursl and mineral—swere under the
most sxtersive development in its lustory. More-
over, heavy imports jrom other areas had providad
atockpiles for military needs of the matferiale not
sufficiently available within the hemisphers. Capital
plant nlso was M record size, and i such econdition
thoi a lerge proportion of the resources ordinarily
devotad to meintepooes and repair (the production of
which 15 meltded in gross but not m pei national
income} ¢ould be freed for tuming out frushed prma-
ments. Fmally, despite & further decling in reported
unemployment to under 4 million ot the snd of the year,
the labor supply that eculd be made avaslnble for the
industrinl fropt waz adaquate to support o further
expansion of aggregate production while still permitting
ithe requisite large incresss im the armed foress

Despite the magnitade of these basic resources,
however, serious obstacles need to be overcome 1n order
to reslize the gosle established by the President. In
addition o the vast organizational problems involved
i converting existing civilian durable gocods plant to
the productton of finished armaments, certain raw
matens] facilities must be further expanded (particu-
larly metals and chemicals), the output of machinery
{especielly machine tools) needs to be stepped up
meckedly, the building of ships for transperl of men
snd supplies abroad must be mereased tramendously—
1o name but o faw of the more formidable taslks.

The War Prageam at the End of 1M1,

Thesa and other problems associated with marebnling
the country’s resources for warfare wera the concoen of
o complex of administrative organizations established
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by the Government and charged with responsibility for
directing the Nationsl effort Never slatis, but de-
veloping with changmg needs snd vnderstanding of
the task, thess orgenizations work alosely with the
Avmy and Navy, industry, and labor, in implementing
the ecopomic sspects of the Nations political and
mihtary noelicies.

#oremozt among such orgasmsaiions throughout 1941
was the Office of Production Management, suecessor
early in January 1941 to the National Defense Advisory
Oommussion, snd charged with the task of expediting
the military preparedness program. Thie ayeney was
reorganized on January 16, 1942, s the War Produetion
Board, and to the hesd of the latter organization was
delegated the wide authonty believed necessary to step
up the military procwrement program o the rate
desired.

Tha program which the Wor Production Board and
its pradacessors was called upon to develop was not
confined to vast arme supplies for the United States.
To these were added siter March 11, 1941 (by passage
of the Lend-Lease Act), large military requirements of
those nations then opposing the Axis. From Juns 11,
1940, throngh 1641, a total of 76.5 billion dollars—
more than twice the nrms expenditure by the United
States in World War 7—had been approprmated or
suthorized by Congress for military purposes. More
than two-thirds of this ageregate was the result of acts
pr=sed in 1941

Table 1.—Ifnited States Government Finaonesd Wiar Progran,
by ObJect, 25 of December 21, 1M1
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Acenading Lo the appropnmations, this tremendous
sum wae to bo allocated in o genersl way among the
veos sat foith i teble 1. Morsover, as of Novomber
30, obligations totaling 47 4 billions had been under-
takean,

Basic {0 the advance in arms output during 1941
and for subsequent perods wos the plant constincion
program, for a8 nlready suggested, the convarsion of
existing consumer poods Incilities to mihitary use was
lmijted prior to 1942, Even ns early as 19840 facilities
for produemg fimshed armament were beung expandod,
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clizefly by reason of some 3 tulhon dollars of contracis
for war material awarded by the Eritish and French
Governments fo American companics. But thi jn-
crerse was aliogether madequate when judged by
standards of modorn warfere.  Hence the Nabtwn un-
mediately faced the necesmty of constructing o complex
of pew armament indostrics.  Awmaif, naval constiue-
tiow, tenks, guns, and ammumtion—all were to¢ undego

Flgnrz 2.~—Value of Dafonse Contracta fer Induarrial Faclli-
tHes Fimaneed With Government and Privace Funds
Through November 1941

S GF QOLLARS

WThLE
[Fle]

1500

g

3

Aniseg Ioggaiew] F‘m]:dm are thrmegh (hiiobar LMY

I-'bd Lavt ramen Irovagher, 1H1  Bubssguent datn were nok srlablz
lI:J Tile :?11. s TR rhl'lﬂ». s fabk 7. thex pege, for Tmber dedw Cor

fAource War Frodurfion Foard

an expansion which was Liitle short of steggermg m 1is
imphcations.?

Moreover, 1t became apparent—iun some cascs at an
early date and 1 others only as the program matured—
that cxastmg raw material fachiies would prove made-
quate In part, these shorteges were 2 heritage of the
previoue decade For madespread unemployment and
undcrotilization of eosting plant had curbed the growth
of raw matenal supphes that mght otherwise have been
expected. But an cqually important {aetor wes the
chongiog pattern of Boal cuiput

War goods consist m greatl part of durable commod:-
ties contaumny Jrige metal conteni and of maicnals cm-
bodyme vanous chemieals. Moveover, the capansion
of consumea demend which foliowed vpon wncrensed
Government expenditme was the hesviest among the
eonsumar duiables, and these l1pguited malemals di-
rectly i competiticn with mmoamente,

It thus bocame nocesemy lo expand groatly tho sup-
phes of varvoas metale and chemenls. This was voder-
taken through consiruetion of hew eopacity at the
variows stages, as well as the stepping vp of inpoits
wherever posaible.

' Pox w dotaubed descustoan of these pos dafeiuy: inxblies, ses he orbglo o Uhe Sor-
w3 of Cunent Baaines, Moerember JML 7 10
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An idea of the magmtude of these new mdusiiies may
ba obtawned from table 2, wlich presents the ageregate
value of the contiact swards for new wor facilities near
the venr end  Altogethar, commutmenis of approxi-
mately 7 balion dollars hnd been made Al that tunc
the awards for capital planit in the ancraft snd sramu-
nrlicn indushies were 1 and 12 bdlion dollars respec-
tively (the equivalent of the net n=sct voluc 1cported by
the autamolile mdustiy at the outset of 19238), while
glupbullding plant was to ~osl more than £00 mulhion
Of the raw mateual facilifies, the ehomicals and non
and stoel products showed the lzrgest prospective out-
ley (1 2 billion and 800 miiwn}, followed by nenferrons
metals {610 oullion), the Iapgest inerense ol the latier
oecurnng in efrrmimum and magnesivm  Of comse, the
contrast awards presented 1 tabls 2 by noe means give
the total wartime eapitel outlays expected 16 be made
in those mdustiies. The enlarged program announsed
after the ottbreai of war called for a forfher subatan-
tinl ineranse w the invesiment to be made 1o each in-
dustral group, &4 well as sizoble suglays for the conver-
ston of econsvmer dursble goods plant to wartmme
ouLtput.

Table 2.—Government and Privatsly Financed Contracts Ear
Indnserial Facilities for War Outpuatc !
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A unigue and sigmficant featwre of livs vast mdns-
trial expansion for military pnoduction was the methad
of ws finnpong Tunds for fivesixths of the total
thown m labla 2 wore beang provided by the Qovein-
ment undar verying condibions of owneship, In
general, the Aymy snd Navy advenced funds and held
outright ownership to the finshed wmament facilities
{excepting wircrafi) and cextam specialized 18w ma-
terial piont {themncsls for example}  Private Anancing
and ownership was more extensire with metals facilities
and machinery plant  Here, too, however, the Govern-
ment participated heavily.
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The Defense Flant Corporation, s subsidiary of the
Bocopstruction Finance Corporation, had leaned 2.0
billion deliaxs by December 21, s large part of which
represemted outlsy for raw materisl plant. Most of
the pubhe financing of nireraft facilities was also earvied
out through the Defense Plant Corporstion. While
this lattar agancy held title to facilities it financed, the
conteacts stipulated that plsnt management was to
havs an option i0 purchase within a eertain time period
at cost Jeze denraciation.

Ganaral Flant Expansion in 1%£1.

The actual capital outlay on menuiacturing facilitiss
in 1941 was sround 4.5 billion delars, This investinent
was an all-time high, the previous peak having been the
5§ 2-billion-dollar cutlay in 1920, a year of exceptionally
high prices. Espenditure in 1918, the heaviest for
World War I, was 2 & billion, shightly more than the
2.3 billion im 1M40.

While manufacturng capital outlay 1 1841 was
predommantly in industries connected w1th war sutput,
iavestmoent 1o lines servitg ¢vilisn needs nlso wae
sizable Roughly ons-half of the iotal occumred in
drect war mdustries, with various ordnance indus-
tries {620 millisn dollors), swcraft {500 million), chema-
cals {525 mlhon), and shpbuvilding (450 milon} m
the vanguard. The mreraft outlay represented one of
the most rapid growths of sny major industry on
record, ns eapital expenditure during 1941 slons was
roughly 6 times the total investmoent recorded for the
industry up to 1939,

Basie industites producing for both military snd
eivilian use aceounted for about onefourth of the
manufacturng eapital outlay, with capital expendi-
tures in irox: and steel (520 million-—the henviest in the
history of the industry), the nonferrous metals (200
million), and machinary (300 miillion), of particular
impoxtance.

The remsanng fourth of the total outlay went inio
those industnes whick still were privcipally engaged m
meeting ¢ivilien needs. Rising consymer in¢ome and
demand sfter mid-1940 encouraged capital addifions i
meny civibon lines. This copacity expansion con-
tinuned vntil growing searcily of matarials and machin-
ery alter mid-1841 gradually rendered it impossible
without priorty 4ssistance. Such aid, however, was
formally denied by o ruling of the theu-ex:stmg Suppljr,
Priorities, ond Allocation Board.

Notwithatanding these materizl difficulties, the foed
and kindred producis indusivy made it heaviest capital
ontlay since the late twenties (220 milhon). Textiles,
apparel, and rclated products (180 million dollars),
sutomobiles (180 milhon), and pulp and poper (B0
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million), alsc made substantaal outlays. The pulp and
paper industry (and to some extent the food industry)
was typical of certain lines that found it necessary to
expand domestie plant because imports were axeluded
Trom belligerent areas.

Heavy Capital Formation In Other Lines

Though the inereass in capital cutlay durmg 1941
wis most extensive in manufseturing, capitel formn-
tion in 8ll other sactors of the stonomy rose eppreciably,
and m many instances waz tho largest on record All
in all, gross capital formafion® amouwnted to 27.9
billion dollars, as contracted with 17.7 billion in 1840

Figure L=Groas Capital Formmation Im the United States
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and 19.4 hilhon m 1929, the previous peak  Moreover,
addition of o record consumer durable output valued ot
1¢ bilion (1940 cutpub equaled 8.8 billion angd in 1929
the value was 9.2 billion) cerdied tha total of all pro-
ducers’ and consumers’ capital produced to 87 9 billion
dollurs,

Constraction Up Sharply.

Here again the special demands of wartime were
directly respensible for o large share of the expansion.
For example, new construction totaled 10.8 bidlion
dollars, about the equivalent of that in 1929, DBut
the major increase was in public construction,
which mn addition to the regular types, incleded the
heary armament plant building and large constrnction
of fortifications, air beses, barracks, 2od other military
works. Similarly, uot a litdle of the tremendous pro-

* Giross capntal EEATIon, 54 16 43 Bate 1104, Wokade by Roodiiobon tf sl produoes*
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duction of equipment—11 7 hilhon dollars in 1941 as
against 0.7 billion in 1940-—consisted of such war
materiel ss nireraft, tanks, and the hke. A good pard
of thie latter material also wos sxported to other conn-
tries and helped swell the volume by which exporis
exceeded imports.

The armament program exercised s more indireet
inAusnce on housing ecratruction and oo the oubput
of consumer dursbles. Labor mgration inerensed
greatly during the year as the rise of new industries
made necessnry some redstribation of the labor force.
The new housing required by this movement was sup-
plexmented by an additional heavy demand stemming
from rising consumer incomes, and the 1941 sutday on
new residentis]l construchion advanced to 2.7 billion
dollars, a third more than a year earlier. Other con-
svmer durables also falt the influence of enlarped
incomes, and as shown in more detail below, produe-
tion in most lines was in record or near-record volumes,
even though raw meterial shortages restvicted output
throughout the fourth quecter,

Large Investment in Railroads, Utilities.

Iavestment was again sizabla even in those mdustries
whose operations consistently faded to recower sub.
stantially during the lasi decande. An ontstanding
Mustration in this respect was the railroads. After a
decada of marked secular dechine, the heary mdustnial
activity of 1941 expanded carloadings of the carriems
somme 16 percent over the 1940 {otal, with peak loading
of 922,884 cors in the week ended Qetober 18 {up 10 per-
cent from the peak week in 1940}, while passepger traftic
inereazed slmost one-fourth. Such setivity improved
the finanginl position of the roads materially. With
operations already pushing teward ihe limit of equip-
ment capacity, and a furiher increass in demsnd to
be thrust upon them in 1942, the carriers expended
their investment outley & third to approximately 600
milhon dellars for 1941 a2 a whole. Even this expen-
diture fell chort of that which they sought to undartaka,
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for material shortages retarded the produciion of needed
railway equipment.

Sumlarly, the telaphone mduetey voderfock @ capital
outla,y of 560 millions, as compsred with 400 millign
in 1940, while private alectnu-pawer companies ‘made &
catital expenditure of 565 million dollars. In the lsiter
stence, new installation of genermiing capaciiy was
one of the largest on record, though delivery of equip-
ment fell behind achadule because of competing me-~
chinery demands. Here agein, kilowatt-hour sales
which were up 12 pevcent in 1941 are being {further
extended this year.

Heavy Inventory Accumulation.

Still snother form of copite]l formation which in-
crenged in 1941 was the scouwmulaiion of inventormes,
Thiz movermeant started at the onibreak of war in 1939,
was interrupted only during the first half of 1840, and
continued throughout the paat yaor. For the year &s
s whole, tha tota! value of sll inventories inereasod
almost ane-third, er 6.1 billivn dollars as valued by tha
reporting companies,  While a considerable part of the
inereags is accounted for by risng prices (the whale
inveniory bemg revaloed at the higher price), the
additional mcrement of physical stocks was one of the
targest of the past decade, In terms of eurrent prices,
this additional inerement was valued at 2.5 billion
dollars.

Especially did msnufaciurers’ inventory increass,
capanding by 3.9 billion, though stocks held by retailars
and wholssalers also were enlarged considerably. Much
of the advence was the normal accompaniment of @
rising level of ouiput and consumption. But forward
buying tlse was extensive, both.in santicipation of
higher prices and in fear of material shorbnges.

The mgvement of incoming busmess reflected thia
forward buying in some measure. The ind & of many-
facturers’ new orders climbed to 229 {January 1939
190) in June, with buyers sseking to obisin the most

Fabls 3.—Gross Capltal Formation, Private and Public 192941
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rapid debwvery posstble; then as Government restilc-
tions became more widespread, tha wdex declined
pomewhat i the sutima monthe Accurnulation m
manufacturers’ hands took the form of raw matenals
and goods in process (ns defined by the holder) ex-
elusively, as monufacturers’ finished goods inventory
actually decimed somewhat over the yoar

Contrary to the experience m both 1937 and 1939,
however, mventory accumnlation m 1941 played a
deeidedly secondary rols te otler factiis m mducing

Figure 4. —Indexes of Valoe of Maoufacturers’ New Orders,
Shipmenis, and Invenrorles
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the penerel expanston of emplopment and ncome
The sigmficance of the movernent last year lay chicly
mn 1ta milvence on the amount and distribution of sup-
plies. Inventories stocked m excess early in the year
could be of later uee as real consumptwon Tose and
capeacity operations precluded muel further sapansion
of raw material entput, But eontinnation of specula-
tive buying late in 1941 merely nccentuated shortages
and caused maldistribution of such taw materinls os
steel and the nonferrous metals. Prionbty and other
mventory controls were directed lncreagingly toward
eliminating this situation, though it siill existed at the
Fenr end,
Increase in Export Trade Batance,

An increasze 1 the net cleim agninet foremgn eoun-
tries alse helped to swell the total of gress capital
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formation. Net clotms wers estimated to have been
about 2.0 billion dollars last year, 07 hillion ngher
than in 1840, Aa in previous years, by far the laigest
credit 1tem of the Natwion's belages of payments was
inmerchandise trade  This moved from apprexmmately
1 4 billisn dollars n 1840 to L 3 billion m 1841

To an mereasing extent the Aow of trade becane an
wsitumont of national poliey. Undar these condi-
tions, both exports snd Imports rese within the year
to the Inghest lavel sinca the latter twenties, but the
advance in exports was the more substantinl On
March 11, enaciment of the fret Lend-Lease Ast re-
moved the financial fetisrs threatenmg to ictard
shipment of armaments, raw” matenals, foods, and
other necescary commoditioe to the Britsh Empira
Exports to this area theresflier inciessed ateadily.
Movement of goods to Latin Ameres also oxpanded.
That region hecama more aod mors dependent on the
United States for commoadities formerly supphed by
aragas cui off hy the spraad of war, and this Natwon made
1t & matier of stuied policy that Laéin Amencon coun-
tries shonld receive materials and finished gzoods oo
‘?ﬂlu]l]ﬂ+ﬂ.ﬂﬂ-fﬁﬂ.1'}? for the smooth functioning of theu
BCONCINCS

Io Drecember 1940 exports totaled 215 midlion doliars.
But by Pecember 1941 they hed sdvanced to 635
milhon and were prewing rapidly. The 12-month
ageregata reached 5.0 billion dollars, 28 percent ghove
the hke period m 1940.

Likewise, imports for copsumption rose from 238
millien in December 1940 to a peak of 281 million in
May., The September volume was 265 million. (how-
ing raw matenal needs 1 keeping with rsing produe-
tion, os well as stockpiling of many strategic materls
before the outbreak of war, provided tho mmpetus for
this advance. Ewen so, the 12 months' total of 3.2
billien dollars (28 percent above u year eather) fell
short of what 1t would bave renched had not o shoitage
of shipping faalities provided a =erious lonibmg factor.

The Changing Paitern of Qutput and
Consummption

The foregoing review of gross capital forrmation gives
some undersianding of the extraordinary stimulus te
busnezs nebwvity provided by arms expenditure  The
movetnont of produation within the year reflected cven
more widely the divest effects of this stimulis 28 well as
the indireat influence it exercised through expanding
consumer income and demand. On the other hand, 1o
sharp eontrast to any other pertod sines World War |
the mfluence of demand on mdustrial output bacome
gensrally of demensing importance, particularly after
the middle of the year. Supply considerations more
and more were the factors limiting the advance m pro-
duction, as capacity oparations were renched in key
raw mabtariz] hnes snd imports eould not be furiber
expanded.
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Within the year 1041, the Federal Resarve's adjusted
mdex of industrial preduction roze from 139 o 168—
n1ecord advance of more then one-fifih.  As compared
with the second quarier of 1940, output at the conclu-
gion of 1941 was about helf again as large. The
above discussion of capiinl formation bas suggested
the ramdity of the expansion m Jdurabla goods output
The latter was angmented further by o very heavy
demarid for consumer durables, so that the prodection of
durabic goods as o whale rose more thea a tlhrd;
wherens, the prodaction of nondmables rese at about
half thal rate, or one-mxth,

As shown mn the more detailed discussion of prodae-
tien below, vory mgnificent changes took place in the
pattorn of output during the year Untl Juiy, produs-
tion advinced feely as slack caphoty o rew materal,

Flgura 5~=Indexes of Production of Manufactores, Adjusced
for Ssasonal Variations
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wrachinery, and avlian consomer roods hnes was
taken up; new aring plants bepan sctivity, and im-
ports of essential raw matenals increasad.  After July,
hewever, the psca of ihe mdustusl advance was re-
tasded  Metal supphes could then be expanded but
slowly, further mereoses hinging in the moin on addi-
tions to capacity  Textde activity rose to the highest
levels then practicable, with wool supplies limited, silk
shul off, and cotton comsumption sdmost iwica the
wverage af the lnst decade. Reports from other indus-
tries rosd sumularly—eather operations at plant capacity
or glowing wmakihity 4o obtam necessary raw matenals.

The Growth of Prioribes.

Meanwhils, the steady expansion of arms output
which followed completion of new fzcifities through-
out the second half of 1941 further inténsifiad many
rew matenal shoriages. Partienlerly m the metals
wiae this true, sines the record preduction of consumer
durables and larga capilel formation {mmeh of it divecily
for defense) usod these materials in competition with
#rms manufasture.

T nesure o retional distribution of any searee mate.-
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nals, n prionties progiam had bean mavevrzted in the
sntumn of 1940  Under the admunmstration of the
(Office of Production Managemsnt (as & 1esult of legs-
lation to that effect), the system of prioritues evolved
during the yeer from a sumple procedura with hmeted
ends, to & complicated mechansm by means of which
not a amell proportion of the Nation's basic resources
was allocated between a variety of compeiing demands.
Thiz mechemsm changed constantly as shortoges he-
camne more extepmive and adrmnstatve experience
clarified the nature of the task

At the sutset, priorities certificates were 15sued to
producers of firushed arme who sought mmediote
delivery of necessary metenals or machmery The
different types of arms themselves were even at an
agrly dete m competition with one another for auch
searce ibems a8 machine tools, alummum, snd magne-
gium. Some order of precedence was requred, and
this was schieved by the grenting of preference ratings
to the ramgus arms At the cama bime maternls o
squipment that becsame scsres were placed under
priority control by issuance of orders regulating therr
dimiribution.  Thas, priority regulstions aarly requred
prodocers of the matern] or squipment m gqoestion Go
accept all orders for which preference cerlifieates had
heen ssued and to fill sueh orders before dehvery
was mada on untated orders

As searcities became more widespread, the matecials
end equipment placed under priority etatus expasded,
the nnmber of eommaodities grven prefarence ratinos
increased, and the detail m which prioviiies govemed
the distributiou of scarce materinls was enhanced.
Not only finished arms were given preferonce rahags,
but capital equipment necessary for the effiolent funo-
lioning of an srmament economy was also pronted
siuch o rating—freight cara, frucks, canning machinery,
sicel containers, healih svpplies, essentizl housmng,
were ezamples

Manufactvrers of commodities receiving a profer-
ence rating ortginelly obinined such a vating for each
searcs mabenal or piece of coquipment placed under
priovity status. Howover, as the number of scarce
materials increased, blanket ratings wera issued to
producers ennbling them io apply for any quantity of
the scarce meterials they deemed necessary o thew
operafacns. Where ondy part of n manufaciurer’s
activity was devoted to producing gpoods for which he
had heen granted o blanket ratung, the rating apphed
to thet fraction.

In the case of a fow commodities—aluminum, cer-
tein maechine tools, serve se cxamples—preferenca rat-
ings wers issued o cover the cntire supply; hence, for
praclical purposes the material was completely allo-
cated. But m most cases, o sizable frastion of the
supply was leit fres to be distributed by its producers
a2 they saw fit, Under such direumstances inventory
accumulation was difficult to prevent and an equitable
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distribution of materials belween competipg cvilim
industrics was not realzed.

This Jdifficulty wos perticlly overcome by &wo
developmenis: i some eases the output of certam
finighed copsumer goods was specificnlly limited by
priovtty order; 1n other mstances, the order placing »
oW matenal undar prority status provided for cur-
taled shipments of the malernl to specified civilian
ustrs,

Thue, manufacturerz of slectrical applicances, puto-
mobiles, mlk goads, cinilian woolen goods, and » numbear
of other eommodities were ordersd to limt their pro-
duction to a fraction of their output rn a 2slectad basa
period. Ower the course of the second half of 1041
this fraction was staadily decreased, until in & num-
ber of ¢eses output for ewvilinn use wos on the way Lo
being completely sliminated.

Figure &.—Indexez of Sales of Retail Stores and Income
Payments, Adjosted for Seazonal Yariations
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The ordets plscing auch materinlg as copper, zne,
tiy lead, and mubber, under prisvity contro? linoted
shipments t0 manvfacturers of apecified ¢imlizn goods
to a fraction of the volume they had received in &
stated base period. Output of many cimlian poods
was automatically cut (end in some cases climinated)
by this pracedure.

The priorifies mechanism at the year end was still
undergoing considersble 1evision. The proportion of
the fotal supply of importent meaterals for which
preference ratings wers granted was not slways known.
Tha use of “blanket ratiogs’” maede such knowledge
impnssibla to obtain without o more detailed forecast
of the volume of output and 1tz raw material compo-
nents,  Moreover, that portion of scarce raw materiale
avaiable for free distcibution was not vsed in the mosé
cationa) manner.

Gradually, however, the priovities syeiem was worl-
g toward a complete ellocation of important mate-
rial supplies, not only among military uses, but also
among &l essential eivilizn needs, Such an allocn-
tion was especially necessary in respect to the metals,
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{or the enlarged arms program announced by the Presi-
dent at the sbart of the new year clearly would regnire
most available metal supplies erther for arma production
or for csscntial caprtal formation.

Becerd Congumption Dwapies Cur at Year End.

Notwithstanding severe restrictions on the outpiri of
consvmer durables toword the year end, consumption
o both an absolute and & per capita basis was the
hughest 1n the Nation's history during 1941, Increased
purchasing power placed in consnmer bands by arms
spending snd heavy private capital fermation led to
consumer oxpenditures for al! goods and services of
vpproximately 74 bilien dollars, whereas in 1340 the
total had been about 85 billion. Bome of this advance
me'ely representad higher prices, of course The gam
m reai eonsumption was estimatad to have been nesrly
10 parcent. As compared with 1920, real incorne in 19471
hod expanded almoat 20 percent, and per capita income
was up 11,

It hos already been pointed out that the largest eon-
sumption gans oceurred among consumer durables, the
demand for which fluctuates most widely with changes
n the level of income. Buying of mezt nondurables
&zt rose in 1941, though in smeller degree, as shown in
the more detailed discussion of consumption below.

For the year as a whola, the volume of consumption
was in boe with that which, on the bagis of past rela.
ticpships, should be experted, given the laige menme 24
the command of consumee. However, tha moavoment
of sales within the year deviated quite widely fiom the
usual seasonal pattern, gs consumers At cortain stages
undertook forward buying, then relaxed their purchns-
ing. Thuz, after a fairly normal movement thi anghont
the frat helf yeer, 2 combination of the eliminshion of
silk imports, & growing appreciation of the extent of
raw material shortages, and anticipation of piice ad-
vanees due to Federnl excise taxes and other reasons,
Ied to extraordimenly heavy buymyg in the third guar-
ter. The prek-up in sales during the fourth quarter waa
thet smaller than usually occurs. Again in Jenuary of
this year, the apnounced curteilment of wool for civil-
ian wse, 88 well s o host of other limtation orders,
unlenshed & foed of consumner buying for inventory
which carricd zales to record peaks for that month.

At the year end, tha pattern of comsumption wos
being altered drastically, and 1t was evident that the
volume of goods avalable for purchase by consumers
during 1342 would be decidedly reduced. Expenditure
ot ol consumer durables, other than heusing, in 1942
waa sround 10 hillion dollers. With the excephon of
formiture and certain other selectad houschold 1teme—
8 small proportion of the totnl——these commadities will
be preduced in much smajler volume for civilian use
during 1942, Fourth-quavter 1041 snles of clactrieal
nppliances and auvtomobiles alresdy were deciining,
though in paxt this reflecied forward buying by con-
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sumers in eurlier months, Buying of most nondursbles
{(with the excaptionof silk) continucd to be heavy, With
the annovncement of the restriction on woelsn output
for civilian use and the issuing of a Lost of additional
orders lmiting production in many other civilian Jines,
purchasing &t the first of the cwrTeni year agoin vosa to
on unusual volume. Stocks were ample bo meet this
consumer inventory demsnd, but it wae clear that con-
sumpiion of nondurables also must decline in coming
months,

The National Income

The developments set forth shove are summanzed
most comprebensively in the mavoment of the national
meome. In 1941, the hational ineome rose to 94 5 kithon
dollars (preliminmy sstimate) from 77 bilhon in 1940,

Figure 7. —Mational Income in Curent and 1935-3% Dollars
and Por Capita Income In 1935=3% Dollars
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As enrlier sugpested, about a third of the advance was
the result of higher prices; in terms of 1040 prices the
incomo for 1941 was 89 Lillion dellars.

Oa any bazis the 1041 income was & 1ecord. It ex-
ceadod the previous pesk of 834 billion dollss in 1925,
Inreal terms, 1940 had been the pravioushigh, However,
in contrast to 1929 (for the znke of a longer term com-
parizon at relatively high levels of selivity) tho agpre-
gata renl incoma in 1941 hod rizen almost one-third,
while the per eapite renl income had advanced 20
parcent.

The discussion of output has suggested that the
lorgest gaing among the vorious indusirial comnponents
of the national income were to be expected in construe-
tion, pnd in marufactunmg. Incoms eriginatune in these
sectors of the econcmy rogse 48 and 37 porcent, respec-
tively. Income originsting Do egricullore capanded
40 pereent, but as expliined below, » much larger
proportion of this advenee was the rosult of highe
pticos Tofher than increnscd ouiput. Other industrinl
fvounys shared the inerenze, with-inccme from mining up
tlmost & fowth snd that from transport tising & ffth.
Smaller gains were evident for the utilities, finance, and
servies, o5 ehould be expected. On the other hand, the
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wor smergency broushi an unusval expansion (16 per-
cent) in the meome onginating 10 goverament. During
1941 this component contnbuted one-gighth of the fotai
national meome, ovly lege than the 20 percent son-
irfbuted by manuiachuring and the 14 percent con-
tributed by trade,

Tablg ¢-=Matlonal Incoms Ii-;; {ndustrinl Division, 1948 and
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Emmta U & Doparkment of COmumkine:
Frofits, Farm Income Up Sharply,

The mcome flowing to each of tha funetional gisups
cooperatmg 1 1ta produstion alas increased in 1942,
Corporate profits, aseording to teniotive estimates, rose
markedly with the rise in the produstion volume,

The profits grin was parfienlnidy impressive ingemuch
88 corporatn taxes had been rajzed sharply by the Rerve-
nue Acts of 1940 end 1941, Thus, in calendar year
15941, eorporation mepme and excess profit tax collections
had doubled (as compared with 1340} 1o & total of 2 6
ballion dollzis. In fiscal vear 3942, receipt of 4 bilhon
wis expected by the Treasury,

Wage ratos were also mereased durieg the fina! thres
guaziers of the year, almost three-fiftha of the workers
m monufsctming baving recerved sn advance which
aversged 2.5 percent. Coupled with more widesprand
employmenl, and longer wolking hours this measnt &
sharp rise n employess' Income which, m the aggregate,
was offset only m part by the rse in the cost of hving

From the record of the year, it was apparent that
industry as o whole operated much more efficiently
(whan measured 1t terms of unit costa)} ot & high level
of oulput. Maony rosts change but likkle m the agme-
gnte as output expands; hence, the unit cost of produc-
tion declines. At the same time, of course, mony
prices mose. ‘These factors, along with othor economies
of larze scale production and larger sales volumes,
resulted in the excepionsl profit volume of 10841,

One aspect of Intarest i conmectien with the in-
crensed earnings was the fnilure of the security markets
to veact from their depressed state. Notwithstanding
the record profits and dividend payments sz heavy ay
had occurred sines 1037, the avernge price of shares
hsted on the New York Stock Exchange was 15 percent
lower in December 1941 than a yanr earlier, and when
compored with 1937 and 1929, the year showed a
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decline of about one-third and two-thirds, Teapectively.
In the eyes of traders and investors, the uncertsanties
in regard to long-run husiness prospecis more than
offset the current high eornings. That con:derable

Figure §.~—Percentage Increase, 1941 from 1940, in Nadomal
Income by Major Sources
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agresment existed in this regard was evident from the
volume of shares traded—the smallest since the last
WAl
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Eoucee Tl 8 Deperbment of Commerse

Faimers were the group actually recarving the largest
income gain—on advance of two-fifths over 1940.
Here sgnin, an jncome that had lagged smmce the latter
twenties topped the 1929 voluma by more thon a tenth.
Fhe farmer benefited cspecislly from o governmoent
program designed to vase agricultursl prices, though

SURVEY OF CURRENT BUSINESS
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hiz apgregate output wae nlso up slightly {(see the
discussion on sgriculturs}.

On an absofule basis, of course, the bullc of tha Mmeoma
gmn wee received by employees  Aggrepate saleries
and wages expended a fourth as s result of the com-
bined inflience of increased smploymoent, higher waga
rates, and longer hours Roughly two-thivds of the
higher income was pard out in the form of compensa-
tton to employess; B0 the proportion of tha tetaf 1ncome
represented by that eomponent remainad unchanged in
1841. Om che other band, the merense m such long-
ferm contractual incomes ps intorest payments and net
rents and royalies woas of coursa muoch smaller than
with other types of meome (2 percent and 14 percent,
respectively): ao the proportion of the tetal ncome
ropresented by these groups declined

Commeodity Prices

Thea advance of Government spendmg and 1ts direct
and indwset eifacts on preduction and censumption
avarted a profound influence cn the struckurs of com-
modity prices dunmg 1341, As shown in the foregeing
roview, arms expenditures produced & vay genersl
expansion of business activity. Al lines moved ahead,
for though the Government Incressed taxes vary
markedly, 1t finnnced more than o fifth of its total expen-
ditures through expansion of banl eredis. Moreover,
the sizeshle volume of private capital formation also
resulted in & heavy expenditurs of investment funds
made avidable through the bankmg system or from
aeoumilatod balances

The himits of thie genheral axpansion wars discussed
above, Suffice it to say heie that m very many m-
gtances operafions rose to plant capacity, and cutput
could not be further expanded, thowgh demend con-
tinued to mereass In other eases—particularly with
importe-—-transport praved to be o bottleneck, snd m
othors, seoree skilled labor was the limiting factor. ‘Tha
nel resolt of theso infliences woas an extraordinary
pressure on prices At the sams tima, n numbar of
special cirecumstances also weore operating to 1ncreaze
the price lavel The most important of these was the
Government's program m respect to farm output and
mices, whila stall another factor was the generel advance
in wage rates,

Under all of these pressures, the slight price increase
i the Intter part of 1940 gave way in 1941 to the most
gemeral nod substantial advance sinee the perrod im-
mediately following World War I. Wholesale prices
rose 17 percent from Decamber 1940 to Dacember 1841,
while the cost of living moved up cne-tenth.

At the year end prices gave every evidence of con-
tinning their advance, though the Government sought
to counter the movement by strengthening materially
its intervention, Widssprond ceilings were baing placed
on commodity prices; whers possible, plont capacity
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was bemng expanded; scarce raw matorinls and eon-
sumer goods were being directly ratwned; aid con-
sumer purchasing power was to be eut by means of
merensed laxaton

Price Moweinent Prior to 1741,

The recent piiee changes need ie be viewed m the
hght of the movement prior to 1941. At the outhreak
of woy 1 1939 the price indexes had recoversd sbout
one-half of tha decline of the post-1929 deflation. Omn
the average, prices stood approximately one-ifth under
the 1929 level. Muost of the riee subsequent to 1233
bad secompanied the busmess upewing which tersai-
neted in tha lakter part of 1937, From 1987 through
1940 price changes had not been considershle, with
the exception of & brief but wiensive market reaction
1o the outbreak of war in Septamber 1929, At thab

Figure 9. —Indexes of Weakly Wholezale Prices
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iime o flurry of speculative 1nventory buyiug pushed the
over-all pnce mndexes up, but the bemic undedying
demoand was not mesent to support the level of mdus-
triel aetivity then prevarling, and pices fell along with
reduged ouipit

The subsequent dechne wns not large but continued
until oud-August of 1940, even though cutput hegan
agmn to advance afier Apnl of that year. Ip the half
year from Aungust 1940 through February 1541, whole-
stile prices posa 4 percent and the eost of living changed
not at all. Indeed, as contrasted with a yeav savlier,
wholestle prices in Felnumy 1941 ware up 2 percent,
the cost of lisnng } pereent, while indvstrial production
had incressed by the vay lares amount of one-fifth,

This price helnviot was & wmgat performanee, pa-
ticularly when contrasted with other periods of much
smaller industrisl expansion during the thivtica. It was
posaibic for severnl resgons  Chiel among these wos
ibe huge stack b the raw mslerisl and industrial plant
of the Nation A genersl ndvance in output could secur
without encroaching on enpacity Lmite save m fow
instances. Hence, 03 wape ribes remained stabis, umt
coste declmod with the expansion of production.
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Morveover, the Covamment soughi and sveeessfully
cbtamed the cooperation of large rnw materal pro-
dueers—especizlly the pioducers of metnle—in sta-
Bilizing the prices of their key commodities.

Howaver, even 1n ths 1elatively quiat period cortain
axeceptions were apparent. Fmum and related food
pices, snd the prices of certan building matenals
wera (he prineipal cases.  Farm nnces advaneed 7 per-
cent. betweon Avgust 1940 and Februsiy 1942, and
puces of lding materiels 10se § percent  Tha latter
movement wine coused by the evtraordmnary demand
from muhtary consiruction {espectally Aamy camps}
mploging on raw-material sapples whose output could
not be stepped up imrrediately.

Tha rise mn fxim prices wasnob unusual These puces
fluctuate more widely with changes m the leval of
meoie than do those of most wdnstual commedities.
Relntive to the laiter, farm prices were low m rmid-1940,
and theaw upward movemeni repiesented a partial cor-
rection of thie dispanty

General Price Advance Begind in Early 1941,

The spemalized character of the price rise m the
latter part of 1940 gave way to o mole general advauce
errdy in 1841, From mid-Februory through Aumast,
both wholesale and retmal quotations rose steadily,
purpassing the bigh pomnts of 1937. Thouvgh ihe paca
of the incrense wis retarded somswhat n the autumn
months, 1t procasdsd with renewed momentum at tha
end of the year. By that trme wholesala prices had
climbed 16 percent, white the cost of hiving had moved
up one-tenth.

The sdvance woas as bioad as 1 was pasistent.
Every major group of commodiiies in the Burean of
Labor Statistis’ index of wholestle priees contaibuted
m some degtee to the mpse. Farm products agom
registered the largzest inercase, with sn aversge ad-
vance of 37 pereemt. Lilcewiss, foods and textiles,
botl closely related to larm products, rese 23 snd 21
percent, respectively. Oa the otber Lnnd, the metals
and metal producis, fuel and Lightng matenals, chemi-
cals and alhied produets, nod bulddmg materials, eapoci-
ally cemont, all recorded a much smeller rise

In genernl the indexcs vepresenting the compononts
of the Burean of Labor Statistics over-all mdex of
wholesale pnces tended to driow closer together, (Set
Fig 8} Such a development pmated to o relation-
ship betwoen the vmious pnce groups simuer to that
which existad m the base year, 1926, as well as for a
short timo during the middle of 1937. This fendency
of pres to “closter” toward tha end of 1941 was due
lergely to the 1apidity in the advance of agricultural
prices which had previously been unusually low rala-
tive to other priecs when compaied with earlier periods
of logh aetivity. Parity as officislly defined was
attamned i Septomber, and thevesfter sgricudtmal
prices Huctuated shightly under 1t.
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At the berinning of 1941, the priess of farm prod-
uets wers 11 porcent and food prices nearly 8 percent
below the everage piice level, while the prices of fruits
and vegetables wera 26 percent balow. By the end of

Dacembor, howaver, doviations from the average wore

vary amall. Tha prnees of farm produsts wera 1 per-
eent above and food prices only 2 porcent helow the
average priea lavel.,  The prices of fruits and vegetables
rose in & smaller degree, however, being 21 percent
below the average. While the pricas of all commod-
ities ather than farm producis wera 2 percent, and the
prices of manufoetured producis were 3 percent, above
the avernge level at the beginming of the year, by the
close of the yerr thase prices were approximately equai
to the pverage. Partly as a result of the advance in
farm quotations, row material prices, which were 8
percent under the average ab the start of the vear,
gnded the year only 1 percent below.

The fect that the 1elationship existing between vari-
oue price groups at the snd of 1441 was aimular to that
in certain sclected post years was not i itself sig-
mificant, MNevertheless, the relative extent of the
advance 1 tha various groups indicated the complexity
of the forces nndertying the upward movement.

Higher Livlng Cosrs.

The advanee in wholezale prices was reflested in the
inersasad cost of hwing, though here agsmn all major
components contributed to the rise. Both the cost of
food and of houssfurmishinge advanced 16 percent,
while clothmg prices rose 13 pmcent. Even the slow-
moving rent, fuel, nod elegtrieny items jumped 2 and 4
percent in the course of the year. Living costs climbed
most rapidly i tha Jarger cifies, but the general nature
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of the upward movement was evident from the faet
that small towns in nondefanse areas likewise roported
highar costs

Farm Frogmm, Shipping Shortage Ralse Baw Msarerial

Fricaes.

As sugzested nbove the rensons for the radica) change
m che price ontlook ara complex.  Underlying the whola
movement, of couraa, was the tremendous upsurga of
demind o &l merkets, genernted 1o the frst mstance
by the hugs Tressury outlays for military purposes, but
strongly supportad by haavy consumar sxpenditures snd
private capital outlay for wmvenéory and plant. No
longor waz the slack in raw material and industriel
plant sufficient to absorh such & demand, snd the
vesulbing shortages, extendmg to oll seciors of the
aconomy, made it possible for prices to advance.

Subsidisry to this broad underlying cause were other
foctors which also were of considersbls mapartaoes.
Chief among these were the Joveinment's farm pio-
prant, direeted at olevating agricnitural prices, the
growing shortagze of shippmg, and the marked incrsase
1 wage rates aftar the fiist quarser of the year.

The ferm program ealls for specinl comment here,
though 1t 13 more folly diseussed in the ssetion on
ggricvitura In April the Government snnounced
that 1t would sesk to inereaso the output of 4 number of
commodiliss necded for export abioad by meens of
raising their pricss.  This poalicy was to be implamentad
through direct purchases in regular comnrodity mar-
kets. In ensuing weeles, the priens of pork, Iard, eegs,
certam  eanned vagatebles and fruiks, moanufpetured
dany moducts~—to name some of the more importont—

all inereaged matarially.  (Sos table 7 for illustrotions )

Table 6.—Wholasale and Qeher Price Indeves for Selected Perlods
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Ta the case of certam commoditias, such as the dawy
products, the Government snneuncad n mirumum pries
of 85 percent of pansty Though this level wns sub-
gtaniially abova the majority of sweh guotations as
they avisted m tha early part of the yeer, many prices
soon Thoved ahead of 1t

Prices of basic agriculfural staples hice cotbon, whaat,
tobaceo, and comn, some of which were in exeess supply,
also rose as A result of Government notion. In these
cozes, the Government losn rate {(which places s floor
on pricea} was sdvanced to 35 pareent of parity;
wherane, previonsly it hud been 56 pereent for cotton
and wheat and 75 percent for corn and whagee,  Prices
of these commodities climbed gbove the loan rate,
however. Speculative nctivity produced pert of the
increase, for action on the legislation fo control prces
strongly suggested thot loan rotes would be advanced
stall furthor

Import prices constibtried another group that moved
op vapidly m tha early weeks of the year for somewhat
spectal reasons Incrsased industriel oubput requred
a much hesvier mmpori of raw mnterials Dut as

Table T.=Wholegale Prizey of Salected Catnmaodiriss
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explnined in detail in the shipping settion, the facihities
for moving poods from abroad into this country grew
tight after the frst quarter. Moreover, since this
davelopment sould be antivipated, speculative notivity
in the prncipal eommodity merkets pushed pricss
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nhead rapidly. The import component of the Buresu
of Labor Statistres’ mdex of 28 basic commaodities etood
at 122 at the cutset of Fehruary; 2 months later it
reached 144 and by Augost it had climbed to 160.
Direct. control of the puncipal eommodities by the
Government taroely arrested the movement thereafter,
On the other hand, certain vay important raw
matenals—in partienlar the metals—moved very Jitile
Figure 1h—Indezes of Cost of Goods Purchased by Wa

Earners nnd Lower-S3alarfed Workers for Large Cities
the [Inited Statan
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in price during 1941, at least insofar ss publishad
gquotations rovesl swch price shifts. Stesl meots and
coppear changed not at all {z2ore for the price of » soali
guantity of coppsr mined s margina output), whils
zme and lend quotations were maried up only after
the baginning of the cwTent wyear. Alwminum and
raagnesiom prices deciined, oz costs wore lowerad with
inereased output. Bituminous coal prices vose¢ § per-
cent, partly s a result of higher wages throughout the
industry.

Of course, realized prices charged by some metals
producers probobly wera higher mn 1941 a8 dieounts
and customer diferentiels wera modified or ahohabed.
Nevertheless, the efforts of tha Offica of Frice Admin-
istration created a radically duferent price situstion in
respect to these basic materspls than Lad exisled in
other periods of rising induskrial activity,

Despite the comparativa stebility of metals prices,
hawever, the raw rosterials component of the Buresu of
Labor Statistics’ wholesnls price index rosa 24 percent
within 1841, chisfly reflecting incrensed agriowltural
and impors prices. (rther cost changes supplemented
tlus advence. Approximately chree-fifths of the labor
engaged In mannfacturing receved o wage increase
within the covrse of the year which averngad 8 percent.
In many cases these higher wages were more than
compensated by reduced unit costa stemming from
coonemies ineident to an enlarged output. Newverthe-
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less, thay ware sometumes passed on—if not entirely, at
least m part—in the form of higher prices.

In retari markets, moresver, heavy Fedaral axcise
toxes on & number of commodities, particularly con-
sumer durables, wera alse prssed on 95 additions to
prices

The results of thesa varisus influences are depieted
in tables ¢ ond 7. The former reverls the price
movement for various broad commodity gronps, while
the latter mives the detail for selected goods. An
appreciation of the varety of commodities affected
and the wide range of the price advance is to be ob-

Figore 11.—Indexes of Wholesale Prices of Indostrial
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tnined not only from these tables, but alss from the
sccompanying charts.
The Grewth of Govarnmental Price Control.

The Government soughi m some measurs to menage
and conirel the advance in prices from its meeption,
2 policy quite different from that in World War 1.

Thus, as early as May 29, 1840, the President by
Exacutive order appointed o Price Stabilization Com-
missioner Though the powers of the commissioner
were very limited, it was his duiy to atéempt to pra-
veni any price advance for stratepie commaoddities,
especinlly those affected by the war program and
vital to at.  Activigy at first was concentrated on the
metals, and the prices of these were stabilized for the
most part through mformal agreements with pro-
ducers,

However, a8 shortages appesred in o number of
other lines, with n consequent threat of rising prices, o
simple procedurs of thizs charcter was not always
possibla. Particularly where dealers were nmumerous,
informal action proved to be unavailing. Thera then
wos adopted 5 practice of 1ssuing formal price schedules,
placing o stated ceiling on the commedity prices in
question.

The first of these schedules, issned Febrpary 17,
1841, coveied the prices of second-hend machine tools.
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This initial schedvle was followad in Marel and April
by others listing marximuim prices for aluminum serap
and gine serep, the prices of which had moved above
those of the virgin metal itself.

The sanctions avalable o the Frice Commussioner
wera vaguwe and resied for the most part on the power
of public opinion. As the price advance had become
more geperniized by April, the FPresident sought to
iperenas governmental eontrol through crentzon of the
Office of Priee Administration aod Civilan Supply.
This orzanizstion expanded rapidly, but funcetiened
along hnes vy similar 1o those developed by its pred-
cogessor.  Wiule the power o enforce price calinga
theorstically was strengthened mateually, m actual
practice the added sanctions (such as thet of wath-
helding rasw matenials from e producer) wele mpos-
gsble to adounister 1o detml TFor this ieason, the
Price Commissioner condinued to rely mmerpally on
voluptary cooparation from producers,

Again, the pemeral procaedure swas, if posaible to
freeze the price of a commeodity through obiainng
sgreement from the firmes within sn mdustay nol o
mark uwp gqooisbions bevond levels prevailng on o
gpecified dote. In some coses, acceptance of the agrac-
ment nvolved rescinding o price advance which alvesdy
had occurred  Where thos first step was nol successful
or feamble, o formal price schedule was meued. Buch
price schedules spughi to tale wile account ecosts,
profits, the aganizsiion of the market, and all otler
data relevant to the dstaminetion of o fair piice,
Twvalva such schedules wore wsued through July, dur-
ing August, 15 ware added; and by the yeur and the
total had reached 84, Many of these schedules merely
formalized what had been informal sgresments

4 wide ranpe of commodrtiss were covalred by price
schedules aé the and of the year. However, for the
mozt part these fell in & relativaly fowr principal groups,
as follows

Tupe of commRod Ly .i';;:&:ﬂnf

Metals and metol produsts . 14
Texties and tebile raw mALSr 1818, o o e i eeme e im———— 13
CHEMICAIE . e vme e mmccamssmmmsmmsssssmms - g
Lumber, lumbar products, and bmlding matenals. ... .. ... 7
Tmipoebed fooads. .. .. 5
Paperhoard, scrap paper, abd Yag¥ . oo i 3
Hiylenpnd legthar .. ... 2
Fata and oals_ Lo iiicccmeacacrmma s e e z
BT UV . *

1 Thit reDiamiig W spbeduies nslode seeond bend machios toolf, 200 conl which
mara rovokied, Posherlodinn gredy ¢ondn o, colee, ushlighta, resbarmed fubber,
wppeetinn, ooer Larea and lubea, and donosytec cooling and bewbng alpTas

Most of the schedules applied ¢ raw matenals
{including used or scrap maferials), machinery, sod
other capitel goods essential o the war effort. Only
7 out of the totzl of 84 wers concerned with consumeys
goods, and of these the oply maximom retm] prices
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established wore those for fashlights, and rubber tires
end fnbaea.

Actuilly & rmuch larger sepment of the economy hed
been subjected to prics control by the closa of the year
than the numaber of schedules might imply. The 62
schedules which were in sffact by the end of tha year
covered approximately 19 pereant of the value of all
commoditiea in terms of wholeaale prices. In addition
to formal price schedulas, the Office of Frice Adminis-
tration had negotinted 51 voluntary price gpreements,
and bad issvad 108 freeze letters and fair price lists.
These informal price regulstions (not always eifective)
ocovered 30 percent of tha wholessle value of commodi-
ties.

In the main, the schedules were desigried to restrain
prices from rising above levels which elready had been
atipined. For eomparatively fow cares were prices set
3% a level very much lower than thay existing at the
time the schedule was jsgued. The schedules were
aubject to amendment, and where this ccourred it often
tonk the form of an upward revision. Moreover, thosa
schedules applying to cotton yarn and textiles which
ueed cotton established a ceiling price that varied
directly with changes in the spot quobeliops for the
rew materinl, OF course, tha price of cotton, ke those
of most other agricultural commeodities, was not subject
to restrainté. Rather, as pointed sut above, the Govern-
ment sought t¢ Taiss farm prices,

The Price Control Act of 1942,

The Govesnment achiaved coly a limibed suceoss 1
implementing its control ¢ prices, even in those srens
inn which it concemtrated. To attmin widespreed com-
pliance with the limited suthority wnder which it
operabed was especially diffionlt. For this resson, the
Executive sought wider price-contrel powars from the
Legislature, Though a bill to this end was intreduced
into Congress late in July 1941, it only became law,
after extensive dehate, lote in Junwary of this year.

The Emergency Frice Contrel Act of 1942, made
lezally enforesabie through civil or eriminal courtaciion,
suthorizes the Price Administrator to establish ceiling
prices for any commodity and ceiling remts for housing
pecompmodations within defense azeas.  Agricultural
commodities ave afforded special treatment in thab
minirnumn prices are designeted below which no ceiling
price may be established, and in that no sction may be
taken by the Administrator without prior spproval of
the Secretary of Agriculture, For determining the
minimitm ceiling price of agriculbursl commodities,
the hizhest of four nlternative pricee may be adopted:
& price aqual to 110 parcent of parity; the avernge prive
from July 1, 1019, to June 30, 1920; the price on Octo-
ber 1, 1943; or the pries on December 15, 1941,

In addition to Jssuing formal prics sshodules the
Administrator may ecter inte voluntary sgresments
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with representaiives of industey. He may isens orders
regulating or prohbiting speculatioe aod hesrding in
conneotion with any commodity. To prevent price
control from intexfering with production, the Adminie-
trator is empowered to establish diferential prices for
the benefit of high eost producers and to buy or sell
comimodities provided thet ceiling prices are not vio-
lated. Only agricultnret commadities sequired under
provigions of this Act moy not ba sold ot lees than ceil.
Ing prices.

Hor simpleity and affectivencas of administration, a
Licenes may be required as p condition for sefling o
commodity. If the Administrator bes aevidencs of
the eontinued vialation of any order, reguintion, or price
schedule which he may hava kened, he may apply to s
cowrt for the suspension of the license. Thus, not
only may & violator of the Act be prosecuisd through
civil o> crimingl proceedings, but he reay also be pre-
venied from selling the commodity for a lunited period
of time,

Thera is 8 check imposed upon the power of the
Adnipistrator and bis decisions are not necessarily
final. An Emergency Couvrt of Appeals iz ereated
to review complsints which individuals may reise
regarding the adminstration of the 4et. If this
eourt decides orders or price schadules arve arbitrary or
unfair, it is givan the power to seé them aside.

Duespite the powers given the Administraior, it is
clenr that the Aet can at most dlow the 1ate nt which
the genara! price lovel is rising. Prices which the
Adminigtrator doss not eontrol maey rise without limit,
Maoat agriculiursl commodities have not yet reached
the minirmm seling prices, and the ceilings will zuto-
matically ineresss ns the things which farmers buy rise
in prise. The cost of living will undounbtedly continua
to rise, a5 stocks of goosds on hand nre exhansted, until
it has canght up with wholesale prices; for the Adminis-
trator is divected fo comsider sosts in sstablishing ceifing
prices,

In addition to these factors, moreover, tha underlying
pressurs on prices contribubtad by 4 steadily expanding
monetary derasnd shows no indication of being relzxed
throughout the toming yesr. Armms outlay is to he
inereased at a rapid paes; and while taxation is to be
alepped up somewhat, the Firesident’s Budgst Message
suggestod thut the addition to the debt in fisesl yeor
1543 would be in the neighborhood of 35 billinn dellars.

Qrdinarily, a debt increment of this size would pro-
duce some inflation. The use of price ceilings, com-
bined with extensive rationing of raw moterfals and
finished zoods to heth preducers and consumers, will
do much to mitigate the monetary pressure, however,
For in many cases consumers will find themsalves forsed
te inerease their savings through inability fo obtain
corsmaodities they wish.
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Industrial Production

Industral production mn 1941 was larger than m any
previous year of the Nailon’s history. The Federal
Resetve mdex began ithe year st 139 nnd rose o 168
by Degember, with an avernge for the year of 156, a
fourth more then in 1940 (the previous pesk) and 42
percent above the 1929 level. Expansion was main-
tamed at s rapid rete for the first 3 quarters of the
year, but despite ac ever-growmng demoend, shortages
of key raw materielz: ourtailed the pace of the advanes
very markedly in the final months.

As suggested above, industrial developments at the
first of the yesr wore mfluenced both by the nrmament
program of the Government and by the lugh lavel of
cOnBUmer incoma it peneratad. After midyear, bow-
ever, the formeer milusnce emearged dominant, and at
the start of 1942 Amaericen wdustry wes on the road to
full enhatmont in the world’'s armed stropgla.

Buch a procsass 1equired vast changes in the pattern
and fiow of production Theee were begun in 1040 onsd
continued m 1941. The greatest sbift, however, is to
be onderiaken durng the cortent year In the 1B
months following the fall of France, the capacity for
producing srms 23 weil 86 arms output itself was m-
cressed very preatly. At the spme bime, pround was
being prepared slowly for the titanic objectives of
42 and 1943,

However, ndditions to arms copacily durmg 31941
werg almost esclusively in the form of mew plant
rather thon the copversion of existing facilities. This
plant—an outlay of 2 billion dollars for armament
facilitics, 1 billion on supporting row maderiol and
machinery capecity, plus close to mnother billion for
ervihan consuvmer lines—forreed o prominent pard of the
record eapitel formation corried cul within the year.

The aims cufput, with its resultant large volume of
capital formmetion, wos instrumentel 1o carrying con-
sumer purchasing power t¢ pesk levels. Increased
demand on the part of individunls was dwected in
parficular towerd the consumer durables, with the
result {hat oubput of these was extraordinorily heavy,
aven in ielation 1o the meome flow, during the first
3 guarters of the year It was in the finsl monibs
that the raw-matenal shortages forved ouiput of these
itemz to be corfailed; by the stort of 1942 the new
militery program peinted to the impending elimmuotion
of virtuslly all such production through stoppage of
materials for such use and the conversion of whols
industries to war produnation.

Suech 3 davelopment will hot reverse the trend towarsd
a larger proportien of outpué in the form of durable
goods, for which the complex requirements of o modarn
fighting machine create an insatiphle demand. In 1929,
the index of durable-goods produsfion {1935-38=—100)
stood 42 percent above the nopdurable index, In 1937,

SURVEY OF CURRENT BUSINERS

Februmy 142

the peals year of the thirties, the margm of excess had
been cut to 15 perconl; bub m 1841, the durable-gonds
index was slmost hali again as high as that of the
nondurables. 'The saparation of the two will be further
increased during the current year.

The production of nondurables was ome-fifth Jarger
in 1941 thar p year earlier—a very considerabls expan-
ston for this type of cutput  The high consumer incomea
wae mainly responsible for the advance, though pur-
chazed of nondurables for maihtery and business use
were also inerensed.

The War Indostries

The most dramstic advance m output dwing the
Fear appenrad 1h carinin indnstries sngared divaetly in
turning out finished arme. In the first stages of the
armament program, emphasizs wag on planes and ships
aa the most urgently needed types of war matenal,
gnd it was n thess ayms eatepories that henviest
volume production was achisved by the year end.

Quiput of planss averaged more than 1,600 monihly
foring only f-momfh fgures) compared with fhe 500
units per month average n the precedimp year. In
September, the last month in which data on deliveries
wers public, putput had risen to 1,914 planes, compared
to 1,016 in Japuary. It should be remembered that in
the latter part of the year production included propor-
tionately moye heavy combal planes and fewer trainers.

Deliverics of ships also rose markedly, though not so
much as in the case of sircraft. The number of naval
ships completed during the year 7 not published, bui
deliveries of merchant tonnage, agpregating 749,000
gross tons, ware lesa than twice ths 1940 completion of
445,000 gross tons. Howaver, the Federal Reserve
index of shighuilding production (1935-59=100) ad-
vanced to 788 in December 1941 from 263 » year corlier,
o somowhet larger incresse than that m aireraft (G35
{0 1,438 in the same period). Beceuse of the relatively
long produciion period which prevents shipbwlding
production effort from being immedietaly Teflected in
deliveries of finiched ships, the imdex is & betier messure
of the expangion of activity. In addition, shipyayds
hed o bhewvy volume of repair snd convarsion work.

In both of these basie war industries, plent waz in
$he process of baing multiphied manyfold. At the end
of November, contracts totaling 985 million dollars had
heen let for new aircraft facilities, and 800 million for
shipbuilding with aetual capital outleys during the
Fyoor about half theze amounts. Moreover, the new
tymament program announced at the outset of 1042
provided for a further lorge cxpansion of fachizes.
FPrevious to this, sppropistions for planes and ships
bnd totaled 18 billion dollars and I2 billion, respse-
tively.

New nircreft eapacity was of twoe main types. Firat,
established frame and enging builders added to their
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facilities, doubling mapufacturing foor space within
the industry during the year. Second, the automobile
industry entered the business on & lerge scale.

In 1040, the amtomebile industry hod accepted con-
tracts for o considershle engine-manufacturing programm,
and the hquid-cooled Allison was already in quantiiy
production by the General Motors firm  In 1841, plans
for participalion by aptomobile manufscturers were
stepped up considerably, especially with respect to the
airframes. Two noteworthy exumples nie the consirue-
tion of the Ford bomber and parts plant, the largest
the world, and of four lazge homber assembly plants

Flguce 12.—Fnfdexes of Dutpui of Selecind Dumble-Goods
Manvfecturing Indusiries, Adjosted for Ssazonal Variax-
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in the mid-West (not entwely complated at tha year
end) to beoporated by well-known plane menufacturers,
and supplied with sub-assembiies, parts, and engines in
Yarge part by sutomobile companias. Tha sutomobils
companies generally built new plants for this purpose
{most of which wers not yet in complete operation st
¥ear end), using their monsgemeni and engineering
personnel, but not converiing existing machinary,

In developing shipbuilding capacity, on the other
hiand, the Maritirne Clommission followed an anncunced
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poliey of utihzmg chefy meanagements which were
cxperienced in ship comstruction. Contraets were
spread to as many yerds as possible, In contragt to such
ceniralized projects ns the Hog Island yard of the Iast
war. At year end there wels 40 private yards with 275
ways capable of bulding Izrge oceangoing vessals, com-
pared with 18 yards snd 70 ways 12 months enrlier
Ezpansion of Navy yerds wie also rapid, but a large
port of the fightmg ships were to be buiit s harctofore
on private weys.

The heavy volume of output, compmed with post
years, called for new and more rapid produetion
methods; both mdustries had noemally opearated on a
gerni-cnstom basie.  Various modifications of the assem-
bly line were adopted  In airersft manufeciure, auto-
metie machimery and extensive jigmng became the rule,
while m shipbuilding riveting wos 1eplaned by welding
in many operationz. These and many other develop-
ments added up to what was alyost a technieal revoly-
tion, Output, for example, was greatly speeded. In
the casa of shipbuilding, tims elapsed bebtween koel
lzying end delivery was in some cases aa little ss one-
half that required in World War 1.

Following tha attack of Germany upon Russia, the
arme program was shoarply medified to include larger
amounts of heavy land equipment, infantry arms, and
nmnunition, Appropriaiions for these Mems appre-
eated 16.5 hillien dellars et yesr end, or approximately
one-fifth of the total progvam at that time.

Since Americar mdustry crginally bad but small
faciliijies lor production of this itype (Governmeant
arsepals being the chief providars), very large expendi-
tures for new plant were necessary. Approximataly 2
billion dollars of ¢omtracts for mew facilifies had been
placed by the end of Novembear (see tables 1 and 2),
and beiual capital outlays of nearly hodf this amount
werg mode during the yenr.

For the mest part, maparemenie were called in from
related industriez to operate the new fncilities. FPro-
duction of prmarily meatal gaade was gpiven 0 the
durable-goods indushies, especiclly ralroad equupment
and avtomobils companies, while chemical firms took
charge of sxplosives manufacture. Except in the case
of certain vehicles and tanks, the new facilities were
built with Government funds, primarily, snd remained
in Gowvernment ownership.

Indusirial Eqnipment.

Az pointed out above, ereaton of the new eomplex
of war indusirics required unpresedented amounts of
machinery and related equipment, totad expendituvres
for which (including roplacements) are estimated to
have been close to half agein es large as the 1940 total
of 5.6 hillion, dollare. | Activity in the various indostries
eomprising the machinery zroup showed s sharp
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inersasa, the index averaging 209 in 1941, a 55-percent
advence over 1940'a 133"

The nature of moder war weapons—primarily
eloge-tolerance metal menufactures—placed axn espe-
oially heovy burdan on the producers of machine tools.
The depression had saverely disrupted this indusicy,
which now facad the additional problem thot the {ypes
of toels needed by wer indusizics were in many cases
aot those it had been accustomed to making in large
numbers. An incrense in production of about 78 per-
¢ent, frore 230 million to 452 miltion, had been achieved
from 1939 to 1940, and in 1841 a further nerense of
6% percent breught eonual cutput closs to about
775 millign dollars, A port of the incronse wus
obtained by evtensive subcontraciing. However,
requiretnents for fools were of such hupe pro-
poréitnz that tool mepufaeturs was undoubtedly
the ¢ne bottleneck moet seriously restricting arms
putput and expansion of prms capacity during 1941.
In commg months the disparity between new tfools
output and requirements will remain great even
though the War Production Board aims at & 2-billion-
dollay output of new tools in 1342. Henea further
additions to srms capacity must come in considerable
paxt from eonvarsion of existing manvfaciuring facifities
to war produation.

Anather important machinary industry, the many-
fncture of farm equipment, hed o record year. The
wdustry wus granted a favorable pronty status for
raw matenals, and in the last 3 quarters of the year
output was at an unprecadented level, roughly &5
million dollars per month, bringing the 12 months’
avernge to 62 million, compared with the previous
record of 508 million in 1929, In December, the
first month of outpet under a new allpcation order that
would hold 1942 output to an average of somewhat less
then 40 million dollers per month, production fell to
$3 million.

Qutput of milroad cars, another major type of equip-
ment, was hampered during much of 1841 by shoriage
of materials, especislly steel plates. Although re-
quiremente were ¢ritical, and order backlogs were
large (30,000 cars in Aupust), production was only
65,317 cars (not including cutput of priveta car shopa),
about one-third more than in 1940 but far short of
heeds. Approzimately 842 locomotives were builf,
compored with 846 an 1940, with output tendmp
towards Dhesal shd Diesel-eloctrie units.

1% ghwnld be renwan bered that some direst war mapofolors & lodedsd w e
Inder.  Frodugten of sfreralt staors ls dkmited s g Dahieasy updystey, ad e
stoudy e i0 ploduchwe astlvliy by surh Donwat proups & bypewntem, tartis
mashinegy, nod lagtrical sppdlsoe=d (doe o the mdss) rogppests that o pact of Hhear
Produciien RS SO WAL CYHRTROLY, sirot kiR thy plsl year it ecame dufienlf to gbtun
makenls Bf nonossnhal mano iwpoire.  Meshogry It e aony the mest
readHly sonvertbls te war prodachin,
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Raw Materials

One of the mozat significant developments of the yenr
wag the changs in the pattern of raw material require-
mentz,  The tremendous upaurge of dureble gonds pro-
duction for both ervilien and military use placed upoan
meials induetnes an extraordinary demand. This de-
mand they ware unshle to fulfill complately, wath the
rezult that priority control over existing metal supplies
was undertaken in voryng degree throughout 1541,

Chemicals were atill another type of raw material
which faced an enormous expansion of demend, both
military snd avilien. Supply of other materisls thok
were largely imports, like rabber and sillk, reflested the
influence of shipping conditions and the effects of war.
Processing of o number of such materials had to he
curtailed drastisally by the end of the year,

Stesl Capacity Proves Inadsqoate.

Froduction of ingot eteel agpregatad 22.9 nulhon tons,
16 million tons, or 24 percont mors then in 1840, snd 34
pereent abovae the 1920 volume.  Near-capaeity sutput
throvghout the year was necessary to achieve this
total, average plant utilization being 7.4 percent. In
1940, by contrast, o redvoced demond m the eexly
months had caused prodoetion $o mm below 30 perceant
of eapacity for 4 months.

Demands for steel far excesded the rate of ouiput
after midyear as & result of tha combined requirements
for congumer durables, capital goods, the inereasing
volume of war output, and some expansion of inven-
tories. This led to the plecing of steel under priority
status in Augzust, with contzol over the allocation of
the meatel increasmg as the year progressed. Limita-
tions oa productron of many consumer durables and
other goode stemmed from the stedd shortage, which
became the single fector most seriously limiting the
advance in totel national cutput,

Approximataly 4 million tons were gdded to besic
steel capacity, bringing the total to 88 million tons at
year end, Moreover, 2 million tons of additicnal
capacity were under construction, nnd a further large
incrense was expested t¢ be undertaken.

While & lazger basic steal industry would «learly be
mzeful over the war period, supply of ateel for essential
military and capital goods production was not limited
solely by over-all capacity of steel furnmess. For
evample, war industry requirements for high-apesi-
firgtion steels (notebly alloy bars and srmor plate)
placed a very heavy burden on electric furnaces and
expansion of this typa of capacity was espacially netes-
sery during the year, the total being incressed by more
than one-half from 2.6 million tons to roughly 4 millien
tons. QCeapacity for rolling the heavy plates used in
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shaps and railvoad cars also was strained, and had to
be enlarged by building new mills and by some con-
wersion of wide strip mails.

Tahble B—Indexes of Industrial Pradncton, sdfosted for saa-
gonal varlation, 1944 and 1947
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However, more maportant than difficulties of thie
207G wae & shoriage of essentin? steel-making materials,
Screp metel sod pig wren, used in roughly equel pro-
pordions in charging the open-hearth furnace, ean be
substituted for one another to some extent, but con~
tinuons heavy operation of the milts had caused both
to be in short supply. Because of the long period
required for construclion of blast fuanaces, in which
pig iz made, expansion of this capacity lagged seriously
behind the growth in stecl ingot facilities, totad addi-
tiong t; blash furneces sggregating only 1.8 million
toms during the year. Sinularly, the rise in scrap
consumption from 3.5 million tops per month in
1940 0 4.6 million tons par montl in 1941's last quarter
outdistonced the mie st which indusiry end serap
collectors made the metal aveiable. At yenr end
serap-collection campaigns were uader wey, with
gpecinl attention $o aute junkers, farms, and railroads.

Nonoferrous Metals,

Armament production makes especially heavy de-
mands on the nonferrous metals. Te such needs in
1941 were added the exceptionelly lnrge reguirements
from consumer durablo industries, from the utilities,
el from other capital goods lines, including construe-
tion. The nat result of these demands as they im-
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pioged on evadable soapplies was o series of scuts
shortages, ¢

Munitions and elecitrical 1mstelations m fghting
equipment required sn incrensing share of avadable
copper, the most 1mpotant noplerrous eelal with
respect to tonnage. Larpe additonal saypounts were
neaded for essential ndvstrial powar pmposes.  Civilian
sonsumner use of the mmotal mereesed to midyear, bub
was then severely restricied by prioniy action. Wide-
spread inventory accumulstion made copper supplies
additionally tight.

On the supply side, the e ’s most important devel-
opment was 4 rodwal reversal of our foreign trade
in the metsl. In contrast to prewar yeals when net
exporta of copper were fraquontly large, 1841 found ex-
ports pearly chminated end imports conirtbuting heav-
iy to totel supply, The Metals Rescrve Company en-
tered into contract with Latin American producers for
delivery within the year of yefined metal and ore
equivalent in ths aggregate to 475,000 tons of copper.
Aetunl fmports in ihe first & menths, including those
resititing from this contract, totaled 485,300 tonse, and
tha rate was to ba ineressed in the final quarter.

Soms expansion in domestic sutput was also attained
The hmiting factor heré was mine production and
collestion of secrap. Refinery capaoty was fully ade-
quate. Cutpat of refimed metal from domaestio vefin eriss
uging aerap and domestis oves agprepated 1081 000 Long
during the year, roughly the same as the 1,034,000 Lone
in 1940. But behind the apparent faidure to expand
produrtion was an sctnal inerease of considerable pro-
portions. In 1941, an additien—in the neighborbood
of 150,000 ione—-was made to meliing of serap copper
by ingot mekers, which take most of the secondary
metal not procaszed by refineries.  Thus, evon allowing
for an inerense in sccap eollection, refineries must have
processed considerably more ore,

Maximum activity in domestic copper mines was
sought. In November, Phelps Dodae's vew hlorenci
mine was openad, after 5 years of development work,
adding 75,00) tons to annual capacity. Additional
economic o't Sonress exizt, both hera and abroad, but
time ig required for their development. That price
might not be a limiting factor on submargiosl oatput,
arrangemenis ware concluded ab the wm of the year
for the purchase hy the Government, st 17 cants, of all
output in excess of a guota, which was besed on cost
factovs and 1941 output. ‘Thi= policy was in conirast
to the 23%-cent bulle-line price set for 2ll copper outpui
in the fost wai.

Consumption of aluminum and maegnesum also m-
cressed groatly as the resull of the miltsary program,
demand in this case being heavily concenirated in abr-
eraft and incendiary bomb muwoufactme. Output of
light metals had been growing steadily over the provi-
ous decads, a8 the result of decressing prices and sue-
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seseful inhoduciion nto many new types of manufae-
ture, but emmounts wvelved were on & much smaller
scale than were now required. Aiveraft produstion of
early 1941 was onough to sb=ork peerly the ontire
avadable pupply  In February and Mareh both metals
went under mandatory priowties, smong the first to
have their distribution so controlied.

SBome expansion of capacily had heen started by the
mduslry itself during 1940, in anticipation of the air-
craft program’s requivements, but the amount wus
cloarly inadequate and s brond expansion under Govern-
nient Fponsoiship was lavached. By the end of Decem-
ber 1041, coniracts fotaling mors than 600 mulhon
dollars hed heen let for new nonferrous metals facilition,
primarily alurminom and magnesivm.

A2 a vezult; of the expahsion affort, alumiaum produc-
tion rose from 412 million povnds in 1940 to aver 800
milllon pounds in 1941, and facihities wore under con-
siruction vastly to inerease cubput 1w 1942, An aven
sharper pereentage increpze in magresium supply was
attamed, produstion rising from 12 mudlion pounds in
1940 to 32 million pounds in 1841, with a much lerger
incraase expectad for 1842, Aluminum suwpply was
alko ic be augmented greatly in 1842 by imporis of
refined metsl from Canads.

Consumplion of 1eed and zine alsp increased. LDiirect
war naeg for tha former are not eonsiderable—battery
plates, buliets, and shrapnel balle being the most
important items. Hewever, zine wes consumed in
large quanitities &5 a component of cartridge braes.
But for both metals, essentia]l mdustriz]l and avilian
products absorbed the largest supplies, especiolly as
these metals came to be substituted for more scarce
materizls, such as copper, alummum, megnesinm, snd
even steel,

Appoerent new supply of lead available for domestic
consumplion advanced 19 parceat over 1940 levels to
about 1,107 9500 tons, while slgb zine consumpiion of
750,000 tons was an 11.5-percent increase. Dmports
were the mojor factor m increazing lend supply,
as domestic refining of primary load advanced only 8
peroent to 500,000 tona.

Zine moving mnte domestic consumption from foreign
eources also recorded sippificant geins.  But the major
part of incrapeed zine supply came from domestic re-
fineries, which produced 864,000 tons of elab compared
with 19407 706,100 tons Expaﬂamn of refining capac-
ity enabled the industry to atlmn production af An
snousl rate of 926,000 tonz by yenr ond,

The most important raw matevial afiecied by the
hostilities in the Pacific » rubber. More than 97
percent of the Nation’s crude rubber supply normally
comes from arcag now overron by the Japanese or
which are the immediate objective of enemy thrists,
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Conzumption of crude rebber 1n 1041 reached a
record high of elosc to 800,000 long tons {on the basis of
8 monthe’ data) compared with 648500 tons m 1940.
Some 250,000 tons of reclaimed rubber was also used
in the past yeay, almost & third mere than in 1840, The
sutomobile industry normally requires the langest pre-
portion-—almost three-fourthe—of erude rubber. Henee,
the restriction necessitated by the outhreak of war
bhore mast hearily on 1t.

Stocke of erude rubber inereased from 309,000 long
tons ab the beginning of the year to 455,000 tops in
Qctober, the Intest month for which statistics wei e made
public, and a furthey iuflow was received in the next
sovergl months. Most of the inerease ocewrred in
amerconcy Tesorve stocks aceumulaied by the Gov-
ermment,

Reclaimed rubber can take the place of crude fo
a limited extent, though it csnnnt he used for all
purposes.  Jutput is now at an annusl Tale in excess
of 300,000 long tons. KEstimaizs of available serap
mdicate that an annual output of 500,000 tons can be
maiptamed for about 3 years. Thiz will require a
substantigd incresse in reclaimed plant capacity. At
present, produciion of crude rubber mm the Western
Hemisphere, both from trees and the guagule shrub, is
quite lmyted and cannot be quickly expanded. The
only largs immedinte sourca of new rubber 13 from
synthests. Output of synthetic rubber in 1941 wes
about 12,000 tons. A 4£00,000-ton expansion program
Lias been anncunced, half of which may be in produciion
enrly in 1943.

Large mlitary reguirements for rubber and limited
stocks mpelled immedista action to conserve supplies.
A faw deys niter the Japanese attack, sales of new tires
wore prohibited nod rigid resirietions placed on han-
dlng and processing ¢ther rubber products, A mtion-
ing system restmicting male of mew tires and tubes to
upere performing apecified essential functions hasz baen
mn ¢ffect since fanuary 5. A drastic conbrol program
effective Febranry 3, curtniled the ns¢ of ¢rude rebber
in essential eivilian products snd banned ita use in
nonassential produsts.

Chemicals.

The past year was the most active year in the history
of the chomicals industry, Major civilian uses of chemi-
cals arp ordinardy in manufaciure of fartilizer, pulp and
paper, gloss, petroleum prodwcts, painta and varmshes,
iron snd steel, and textiles. Without exception theme
ihdustries were operating at record levels during Lhe
Fear, and tha long-term trend towards granter use of
cheminals and chemical proditets was in evidenao, Of
equsal importance to chemical demand was the mih-
tary prograrm, which colled for immense toanages of
axplosives.
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During the year aggregate production of basic and
subsidiaty chemucsl products (eluding drugs, fer-
tilizer, paints and varmishes, ¥ayon, soap, cotionseed,
and explosives products) advanced more then a fourth,
as messured by the Federal Reserve's index. Within
the group, the incresse was much larpsr for many im-
portant produets. For axampls, cutput of sulphuric
aeid rose to an estimetad 6.5 milbon tons, compared
with the previous record, in 1940, of 5.4 mullion tons.
Chlorine produetion wes 13 percent hesvier than in
1940, and the gain in soda ash rouphly 10 percent.
Peapita the axpapsion, vear end saw moany chemicals
n as severs shortage 8a the metals, and such industries
a2 paper and pulp, textiles, and metallorgy were foreed
t¢ modily mportant prosesses,

A vast eomplax of raw material and finished axpiozive
Incilitiea were heing constructed during the year in the
interior of the coumtry. Their total contract value as
of tha end of December sggrapated gbove 1,150 million
dollars. By the and of 1941, production was in heavy
volume, and throughout the current year material
requirarments of the explosives program will sirongly
inffusnce the chemical industry.

Coal and Petrolenm.

Coal onning activity, lmked closaly like oll fuel
production to the geperal level of prodaction, wos
grester than in 1920, Despite the April and Oetober
work stoppages, aggregete output of bituminous
{502,886,000 tore) and of anthracte (54,330,000 tons)
were 11 percent, and § percent, respectively, above the
pravicuz vear. PBut the downward secular tromd in
coal consumpiion, due to greater use of oil wnd hydro-
electric powar in industry and of oil in homes, wos at
work, Thos, 1941 bituminous constmption had been
sxceaded in 1929, althongh over-all activity was of
course not so high jn that yeor, while 1941 anthracite
output was even leas then in tha recent samidepression
years 1934 and 1936,

Deespite the genaral cessation of eoal shipments during
the stoppages, end some diffiealty in obiaining sufficient
cars 40 make vp the lossss in other periods, the year
end found large stocks of indwstrial coel in hands of
dealers and vsers.

Petroleum output, which haa shown an, upward trend
movement in recent yeurs, alse was infiuspced by the
year's heavy indusirinl sctivity, theugh to a smelier
extent than most other lines. Estimaied output of
1,404 million barrels of cruda and 679 million barrels of
reﬁnad gozoline wers 4 percent and 12 parcent over the
previous year. Drilling aed wildentting were slighily
above the high lovels of 1040, with discoveries of now
reserves oxpected to be correspondingly advanced. The
ritge in domestic demand From 1,327 milion barrels to
1,468 million barrels, whick ocewrred in the face of a
brief Eoat (Yoast transportation shortage during the
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sammer, influenced drilling setivaity Net expori of
patroleum declined fromy 47 million to 14 million harrels

Of considerable importanee also wasz the program for
inereasing output of 100-getane aviation gesoline,
Rafiners of thie product were asked toinstall new equip-
ment {or expanzion of output from 40,000 barpels 1o
150,000 barrals daily.

Fulp and Faper,

The 1941 preduction of paper and pulp exceeded 1940
outpui {itsslf a record} by nearly one-fifth, the most
important gaing beine among paperhosrd and wrapping
papar producers who were called upom to supply
packaging maderigle for 1941's racord menufacturing
output. Some other products also sdvanvced signifi-
cantly; printing paper outpubt was 17 percent greaber
than in 1840. Bui newsprini’ production coniinued atb
1940 lovels.

In the board and wrapping sector o distinctly military
demand was being developed, aa these maberials were
coming to be used I liew of the last war's primarily
wonden contaioers For the smaller sizes of amemunition,
sud for other militery ifems. Wrappings snd board
were produced wm sufficient volume during 1941, with
cutpat gains of 25 and 15 percent, respectively, over
1040,

Alihough teouble with clemicals supply and main-
fenance of equipmeni wss encountored, the ultimate
eeiling on paper producticn in the latter paré of ihe
Foar proved to be the supply of chemical pulp and
wastepaper. Pulp output was at rzecord levels, but
lees than adequats to meet all demands.

The chemical pulp industry had started 2941 with
oparations slready =t capactty levals as 4 resuit of the
strong trend towards preater eonzumption of pulp,
plus the losz in 1040 of Scondinavian and Finnish
pulp sources, which normally Inrnished up to ome-
fiftk of all chemical pulp consuned by this esuntry.

A part of the year's inoreage in proguetion was ob-
tained hy relatively amell additions to capanity in
both new and old mills. But mors important was the
moze inieneive use of existing capacity. Sulphate pro-
duction aegregated 4.400,000 tons, excoeding 1940
cutpai by 18 pereent and that of 1939 by 43 pereent,
Bulphite production of 2,900,000 tons stood 12 and 49
percent above the praduction of the 2 earlier years.
FProduction of ground-wood polp, which was m rela-
tively adequate supply, wa2a up only 5 percent from
140 aad totalad 1,350,000 tons.

In addition to paper- and board-mill domand for
pulp, a considerable and increasing quantity of the
mere highly refired Sypes was taken for explosives,
plastics, end rayon manufacture. Demands from thess
industries will continue o advancs, snd with. increasing
rapidity.

To the generally tight sitvation in chemical pulps,
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gome relief oxists in grester uvse of grownd-wood pulp
and wastepaper. Although supplies of availabla waste
were barely adequate m the latter part of the year, the
potential supply i very largs Tha country babituelly
burns mora than half of its westepaper, and the War
Production Board's eollection campaign, successinily
underway at year end, wns consequently expecied to
recover Iatge tonnages.
Consumers’ Nondurables

TeaxHTles

Tha ontput ¢f consumer nondurables also reflected
the impaet of a record demand in 1941, though to a
lesser extent then was tha case for the durnbles. Never-
theless, gven in thesa lnes msterial shortages and
strained production ceilings replaced the familiar over-
capucity story of other Faenrs.

For example, the year 194]1—one in which textils
consumption resched record highs—ended with shork-
eges actun) or impending in each of the major textiles.
The yosr's phenomenal expansion of activity brought
FIE;;:G 1I3~Indagas of Ouiput In Belocted Nondurable-

'Firhstl g:nnimmring Industries, Adjusted for Seasonal
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the following percentage inereases over 1840 coD-
sumption: wool, 6% peresnt; cotton, 31 percani; rayon
yarn, 16 parcent.

Baw eotton is the only fiber of which thers are ample
domestic aupphes  To a camry-over of domestic ataple
of 12 million runnmg bales, the 1941 eotton crop ndded
gbont 11 million bales. The totsl domestic supply of
shout 23 vullon 1wnmng bales for the 184142 ssason
ic mara than double the vecord 1941 calmdar-yoar con-
sumption of 106 milion bales.

Cotion mulls 1 1941 prodveed sn estamated 11.5
killion srquara yards of cloth, up 20 pereent from 1940,
The expansion in output wns obtained without nay
inoresee in spinning eapacity.  Cotton-spinning spindles
in place on December 31, 1941, were 24 L mlhon,
gightly less than at the end of 1940, Althoughk the
industry at the end of vhe year waa operating at only
about &0 percent of its absoluio capacity {1 e., & 24-hour
duy and & 7-day week), only a sl peicentage incroases
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appeared possible becnuse of lahor shortazes and
inadequate mochmery for essential operations. A
widespread unbalanss of equipment existed, with spin-
ning, equipment at full fims straining to fmad part.-tlma
loom operations.

Seareittes developed during 1941 in both mt.tnn
yoarnz angd fabries. Siringency in yarn supplies was
concentrated in the combed yems whers war orders
bave been more important than in the carded yorns.
Tightness in pray goods supply was evident in the latier
part of tha year, Searce fabrics included both fine and
cOArSe Farn constructions.

Cotton fabrics chielly sffected by 1941 defonse re-
quirements have been ducks, sheetings, osneburzs,
drills, twills, end denims. According to the Textile
Ecooomics Buresu, the Governmeat's defense pur-
chases of cotton teaxtiles during 1941 amounted io about
15 percent of the output of the industry. The outlack
st year's end was for & reduction of cotion textiles
availabie for civilitn consumption end o shift from the
produciion of civilian to war faknes.  Direct allocation
of spesific constructions of cotton zoods was infrodwcsd
in tha early weeks of the new year.

Heavy Weol Tmporta.

A sigmficont fantyze of the 1941 wool textils situntion
was our greatly incressad dependence on forsign sources
for row apparel wool. In the 10-year period, 1030-39,
nearly 00 pereent of United Statea apperel wool con-
sumption was supplied by demestic production; in 1940,
about 76 percent; in 1847, less than one-half, Imports
duting the firet 0 menthe totalad 491 milhen pounds
{final quarter figures arc not availabla for publication}.
Siatiztica of imports for consumption indieats that
South Americs has become our chief forsign sounrce
for both apparel wool and earpet wool.  Tn 1940 and the
firat 9 months of 1341, ahout one-half of imports for con-
spmption of spparel wool finar than 40°s was irom South
Amaerica. This comperes with an aversge proportion
of one-fourth from Sonth Amenes in the years 1830-31
From this same aren came two-thirds of the Nation's
imports of carpet wool in the firet 9 months of 1941.
Domestic production of cerpat wool is negligible,

Tnitad Stetss wool production in 1941 was at & new
high of 464 rmliion pounds (gresse basis}, compared
with an average anmual production of 435 mibon
pounds m ihe yenrs 193140

Although machine eapacity wes g enerally adequate to
meat 1841 weol regquirements, the situstion m worsted
spinning snd weol combing was extremely tight, M-
tary demand for wool was beswiest m the worsted
cloths. The fighting eervices in 1941 sccounted for an
estimated one-third of the country’s apperel seoured
woul consumption of 516 million pourdds (eonsmmption
had been 510 mullion pounds in 1940). Increased mili-
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tary needs for wool in 1942 and our hesvy dependance
on fmported supphes make it inevitable that civihan
wool conswumrption be curtaled.

In Junuary 1942, the Office of Produstion Manage-
ment instituted & wool conservation program which re-
stricted the use of new wool in the manufasturs of mate-
rials during the fipt quarter of 1042 to B0 percent of
the rate prevading during the fivst haif of 1041, As
militery requiremenis will be met m full, the colire
effect of the restriofion 15 on produchion for svilian
use. DMore dinstic eutrtadment moy ba expoected as
our ared forces expand and the extent of our parbicips-
tion in Lha conflict mereages

In 19843, consumplion of apparei-class wool ineressed
66 percent to 516 million pounds. At this rots of con-
sgmption, stocks of apparsl woel at the end of the yaar
were equivalent to pbout 4 months™ supply. In addi-
tion, rubstantial strategic raserves wars hold by Defanso
Supphes Corporation.

Firsi branch of the textils industry to fesl the pinch
of war was the gilk trade Followmg the freszimg of
Japanese aseets, an order of the Office of Production
Meonagement, affective Awgust 2, stapped all vaw sl
procesmng by nondefense imdnetnes. Deliveries of sk
to mille duripg the fivst LI months of 1941 were 197,711
bela: {including some 11,000 bales which were returned
to the warshouses by the mills after Anpgest 1947, o
drop of about one-third from the sama period of 1940
and down two-thirds from the 11 months' total of tha
penk year 1923, Stocks at the end of 1941 were 55, 486
bales, Bardest hit by the restrictions on use of silk
was the hoafery indnsiry, which in 1940 aceomted for
90 percent of raw silk consumption, Notwithstanding
these restrictions, hostery manufacturers enjoyed & ree-
ord year, Hugiery produciion in 1941 amounted to
150 million dozen pairs, over one-tenth mare than in
1940,

Un#l 1940, sillks was essentially tha cnly fiber used by
hosiery producers for the leg content of women’s full-
faghioned hosiery. MNylom, which entered this field in
mid-1940, accounted for about one-fifth of the 1941
bhosiery production. Nylon yarn capucity was appros-
mmntely doubled in 1941 and a further expansion is pro-
jeoted for 1942, The hostery industry cannot, hawever,
count exclusively on nylon, the cutput of which is baing
mereosingly devoted to military vses,

_The burden of filling the void ereaied by the restrie-
t10n3 on silkk processing has rested largely or the rayon
industry. Incrensed osllocwtion of rayon to former
users of raw silk intensified an already existing rayon
stringency. Copaerty operation of rayon plapis was
unsble to eatisfy the huge damand slemming from
axpanded consumer purchasing powar and the sl
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production of 451 mllion pounds stood 16 peresnt shove
the 1940 output

Rayon capaeny increszed in about the same propor-
tign, Imperts of myon yamn, as 1o other recent yesars,
were very small, whila gtoeks in the hands of yern pro-
ducers were negligibie throughout the year. Unlike the
mtustion m colton sud wool, very Littla of the demand
for rayon yain was of military origin,.  However, groatly
mereased war demands m 12 are expected to restriet
avihon rapon supplies,

Produetion of rayon staploe fiber contmued 1ig rapid
upward trend movamont, Output of thee fher m 1841
was 122 mllion pounds compared with 31 milon in
1940 and 163 thousand m 1928, Imports of the fber
droppad to about 12 milion pounds, down one-third

from 1940. Militery demspd for ths fiber haz also
been small thus far.
Shots.

Becord shos production in 1941 was over 490 mllion
pairs, ap one-difth from 18940, Prurchases for the armed
forces amovnted to only srhout 3 percent of totnl shoe
producivom (roughly n tenth of the sutput of men's
and beya’ shoss). War intoads will ba moch larger in
{943, Each soldier requires during his first year a
migimum of 10 pairs of shoes, moluding pairs T ase,
on hand in carops and depots, on order, and in process
of being ordered. Hence, thers will be fower shoes fox
civiians in 1942, but no severe shortage. Stocks of
suoes 10 the honds of retailers and conswmers ore lacge.
However, the row materinsl sutlook 15 oot completely
voassuring. O United States ecattls hide consumption
in 1941, 70 percent wae supplied by domestic produe-
ticn. The romainder came lnrgely from Latin America
and i6s sontmuanse rests in the man on the shipping
sifnption. In addifion a nomber of tanning arents
are in largs measure imported Some supplies have
heen eat off by war; others ars becoming increasingly
difficuit to obtain.

Manvfaciored Foods

Frodueiion of manufnctured fonds, under the stimu-
Ive of enlarged consvmer purchasing power and of the
lend-lzase program, wes considerably sbove the 1940
voluma, For a number of rensons set forth in the dis-
ciazmon of aprievlinea, foodstuffs 2ent to Britain wers
inrpely processod foads. The Federal Reserve index of
manufactured food production increpsed from 114 in
1940 to 128 m 1941, Flour outpat and maent slavghter
{axcept bogs) incrensed sommewhat, whiles sugnr meltings,
outpiet of dairy products, snd produntion of other
manyfactured foods repistered substantial gains.

War needs reflacted in greatly enlarged farm produc-
tion goals point to further large increases in manu-
factured food output. Notable exception is o likely

substitution progrom even thowgh rayon filament yarn | reduction in sugar meltings because of obstacles to our
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securing normal sugareane imports.*  Qutput of tobacco
products inergased 10 percent over 1940 and productzon
of alcoholic beverages was up about 15 peicent, In
1942, & large proportion of the laéfer indusiry’s dis-
tilling capuciiy will be devoted to Toaking ethyk aleohol
for use in explosives end plastics,

Record Dutput of Consumer Durables

Motwithstanding increased produetion for eapital
fermation and military vee, the ouipui of consumer
goods wod in vecord volume during 1941, Az suggested
above, the largest palps appeared in the consurmer
durables, toward which an espacially hesvy demsand
was directed as n result of growing consumer purchasing
power, However, it was sueh commedifies thet were
in most direct competition with essential military and
capital needs for meterials, equipment, and skillad
manpower. Hence, as the armament program ex-
paaded in the letter part of the year, the consomer
durablaz were the first fo experience priority ra-
etrietions.

These resiriotioms were neither gpplied qoickiy
epough nor extensively enough te prevent a record
ocutput of many durables. Some 3.6 million domestic
clectrical vefriperstors, 2.1 million domestic vasuwm
cleaners, sud 2.5 million domestie wushing machines
and froners passed down 1941 production lines. The
Faderal Reserve's index of {urnifare production jumped
from an average of 117 m 1940 to 144 m 1941, 10 poinis
above 1929 the previgus record vear. ‘The 1941 puto-
mobite production of 4,838,581 units topped 1940 by
8 percent, was exceeded only hy record 1629 producion
{snles were slightly higher in 1941, however). Of the
1941 output, 3,744,300 were possenger cors and 1,004,
261 were trucks, the latter an sll-time high.

The effect of this civilian production on the per-
{orooanes of these industries m contributing t¢ war
output iz well illustrated by the expercience of the anto-
mwole industry For these largs producers, war
production in 1941 was & side line, ooeurring lorgely
m new plants vnder construction throughout mwch of
the year. Altogether, the indueiry hod closs to 5
billipn. dollars in sims contracis at the outbresk of
war In Lecember. Daliverics during the year wers
but o smell fraction of this and ware certainly much Yess
than the wholesale valae of 3.7 billion dollars for poassen-
ger cora and trucks produced in the same period.

The automotive induatry in 1941 teok approximntely
9 million tome of finiehed stes], abowt I8 percent of the
Nation’s finished steel consumption. As the defanse
effort intensified and as the steal shorfage bescame ap-
parent, & curtailment program for automobile production
developed. This program calied for & eut In passenper
car production, based on the same period in the pre-
ceding year, of 26.5 percent during Auguat through

1 Goan the derciayon 3u tha Burvey of $urrent Doauwas, Yoewhry 1% o 0,
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Novamber. Deaper cuis tn later months were to bring
the 1942 model year 50 percent under that of 1941.
Reductions for December and January were finally
set ai A0 percent and 41 percent, respectively. A
comeparable curtadment program for light (rucks was
designed o effect & 30-percent reduction for the modal
year. Buot ai the begioning of 1942,in kesping with
the all-out war production program, an order sffeciive
February 1 called for cessation of production of oll
passenger cera and light trucks,

Previous orders freezing automobile stocks created
» reserve from which mihtsry and essential avilian
demands could be satisfied To form a reserve of
parts for future needs before stopping production,
producers wera perreitted to male during the firet
half of 1942 up to 150 percent of the number of replace-
ment paris sold by them i1n the entirs calendar yesr
1941, Civilisn automobilc output in 1042 will sonsiat
of meditm apd hesvy trioks, snd passenger gnrriers.
Limitation orders applying to these itoms cither do not
exist or they are not severa.

From Avgusi on, an inereasing pumber of other
durable conmumer goods producers were ordered to
curtail operetions. These melnded such hnes as re-
frigevstors, washers and woners, vacuum clesmers,
ranges, sutomatic phonographs, weighing, gaming and
other amusement machings, sud o long list of less
impertant eommodities.

Limitation ordera for such linss vared widely in the
degree to which they curtailed outpui. Thua, domestic
mechanieal refrigerator manufusturers were forced to
ent. produetion about two-fifthe in the last 5 months of
1041 ; whereas, the largs producars of vacuum ¢leaners
reduced output by only 10 percent during the final
gquarier of the year (small producers wers not. forced to
decrenss their production at that time). In every
instance, however, the degree of curtzilment was
slepped up very drnstically at the beginning of this
FOar.

‘The Outlock for Production

At the start of the new year, it 15 appurent thaf a
drastic change in the patiern of ouipué is to ocour
through the duration of the war. Prodection of war
maieriale is to espand monyiold. These are mosily
durables—with the exeeption of chemicals—and cutput
of the raw materials required for such commeodities
will he steppod up as new capacity can be construcied.

Sonilar raw materials are needed for the hesvy capital
formation requred well into 1943, Building of new
plant, of military works, and of a sonsidersble volume
of essentinl hopamg, wi]l bring s heavy drain on many of
the sane materials that osre uscd in the production of
finished srmaments. Moreover, the machinery indus-
triez must operste ot & record pace to fill the stagporing
plant, uiihty, and dJireet militery requirements,
Some relief to both raw materisl and equipment pro-
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duoers will be afforded hy a decline in maintenance and
repair work, for as much of this will be deferred through-
out the whole economy as iz possible.

At the satpe tims, the production of sulomobiles,
dectrical appliances, and most other consumer dur-
able goods—even including furpiture— will of necessity
hava to be either virtually eliminated or seriously cur-
taled. Neither the materials, the machinery, nor the
netesnury mAnpower can eventually be made available
for snch cutput

Produstion of nondursbles in all likelihood will be
lower in the aggregate than during 1941. Wool sup-
pliea wnll be reduced, and this will peseibly be the cose
with laather. Cotton and rayon cutput can be stepped
up only to o limited extent, and silk goods production
will largely be extinet. Pulp and paper cutpubt may
decline slightly in the aggregate, and wide changes will
ocedr in tha relative imporiance of the vanoeus types and
grades. On the other hand, chemicel production is to
erpand very murkedly, while iha cutput of ruarmfare-
tured foods shauld also be increased.

Insofar as the totsl of all mdustrial cutput is con-
cerned, the net resvit of these varions changes will be a
further advance. Supply considerations sra the only
Liniting factor. Ab present, raw material shortages
and inadequate plant capacity for finished armamenis
retard the production advance os a whole. But the
ultmate limit to output is furnizhed by the labor foree.
This—as shown, in the dizcussion on lahor—can support
a further ingrease in aggregete production while sup-
porting o large expansion of the armed ivroes.

Asriculture

Agnevlture was not excepted from the domunance of
the war over the economie his of tha Nation durmg
i941. The rise in eivilian consumption crzated as a
rezult of arms expenditures exerted a heavy influence
or farm outpui, prices, and income, 33 domestic de-
maad for fowd prodieis and agricnltural rew matenals
advanced sherply. But of growingsignificanes through-
out the year wis anothey development: The apricuitnral
neoeds of those nations who were to hetome prineipal
allies of the United States wers met to an incrensing
degree by thiz country.

Indewd, undar the lend-lease program, food shipments
within the course of the year became one of the largest
export cotegories. As the agricultural requirements
of the United Kingdom and other allied nations wern
somewhat speoislized, the stueture of agriculinral
vuiput of necessity had to be aléered, with o Leavier
amphasis on meats, eggs, deiry products, and certain
canned vegetables snd fruits. Production goals for 1942
emphesized these commodriies more heavily than such
staple crops as wheat, ¢otron, and tabaseo,

As parh of the effort, o increase eutpud where needad,
the Governmenl sowght {o reise sgricultursl prices.
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To. thiz it wae suceessfully aided by expsndmg pur-
chaging power in the hands of constmers, and farm
prices advenced matarisliy in the final three quertars
of the yenr,

A net reault of thesa various developments was & very
substantial gain in farm ineome. For the year as a
whole, sgricultural cesh meoma (including Government
payments) rose to 116 bilbon dollars, the highest in
the last 21 yoars.

Agricultaml Cutpat at Record Levels.

To mest the expunded needs—hoth domeshe and
{oreign—agricultural cutput was the largest m the

Figure 14,—Indexas of Production of Selacted Farm Frodocts
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Netions history. Cereals, livastock, frints, and vege-
tableg—all were produced in heavier volume, s2nd the
index of agmegata production rose meors than 3 per-
cenl, ower 1640 Lo a peak of 113 {1936-193%= 100}
One of the principal gains occumred m tha aug-
mented oulput of livestook and livestoek products.
Domestic demand for thess advances to a velatively
gronter extent during periods of nsing income.  Alto-
gether, production of such commodities rose ap-
proximately 4 percent m 1041, Pmily mm answer to
large foreign nesds, both dairy and poulivy products
experienced the targest production advance they ever
racorded. Ountput of each responded prompily to
price-increzsing Government purchases made in heavy
volume m the second lisli of the year for lend-lease
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account Meat output, on the other band, was
retarded by the 8 percent reduction in slaughter sup-
phes of hogs, the 1esult of the curtailed 1040 full pig
crop, and of delayed markeimg in order to achiere
henvier foeding of the 1941 spring pig erop. Nonethe-
less, produetion of meais rase modarately over 1040 to
a new record volune, Mk, chicken and ege modue-
tion alss inerensed to new high levels in response to
higher pricea produced by Government purchasing.

The aggregate of crop prodaction advanced o &
somewhat stnallar degree—about 5 pereent—both as
the rezult of an enlarged ecreage (1 percent) and im-
proved wields (up 13 percent for 18 major field crops
and 10 fruits), The most notable axpansion was in
wheat acreage, while 2 reduction in scaesge was carned
into effect under restriction programe iv the casa of
cotton nnd tobacro soreage. Amn ouistanding Improve-
ment ¢ecurred in wheat yields contiowing the trend of
paat years. The average yield of com was nlso higher
despite drought conditions in certain areas, reflacting
the dronght-resistant qualities of hybrid corn, planted
last year on nearly two-thards of the commercinl area
gorn acreage. The oumt-iurm of fraibs was up, but the
vield of vegetables for mmlket daclined, ns did also the
acrenge vield of cotbon and tobacce.

The Farm Program for 1942

The farm program for 1942 which iIn some of s
aspecls, wos inaugmrated as early oz the spring of
1941, locks toward eliering the stiucturs of agmeul-
tural output to meet changes in export neads produced
by the war.

Altogather, sxporis of leadmg agriculturs) products
to the varions Allied countries are expected to be at least
1.5 billien dollars in 1942, Such an export would be
the Inagest since World War 1 and, despite increased
Faam oubput, would represent shout one-tenth of tofal
farm production.

As suggested above, the domunont export nreds

today, as in Weorld War I, are in such Foods a3 ments,
dairy products, eggs, and canned fruits and vegatables.
Grost Britein found it pecessary to curtail domestic
output of livestook produsiz m order te reduce the
ehipping space alloted to the imports of feeds and to
utilize mora efficiently existing nersage by tha produe-
tion of wheat, potatoss, and fregh vegetables. More-
over, heavy umports of meats, duiry znd pouliry
products from the Continent are no longer availabla to
the English., Nor is 1t possible for them to msmism
as Iarge agrienltural impords from Arpenting, Australia,
and New Zenland, becsuse of the scareity of shipping
facihities.

For theee ressons, the United States hos besn re-
quested to supply about one-fourth of Great Britain's
requirements for animal protein foods. In nddition,
of courven, both the food and agricultaral vaw material
needz of other Allied govntries are sonsiderable.
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The same foods that are bamg caported nre those
for which tha edvanee in consumer p poswer
has mereased domestic demiend the most substantielly.
In an effort to mest all of these needs, it is hoped that
the 1042 cutput of baef and vesl ean be expanded at
loasi 5 percent, egr and milk production can be advenced
about 13 and 7 percent, respectivaly, and the output
of ceréain vegetahles for canning (tomatoes ara oan
example) can be stepped up rvery markedly.

Table % —Amarican Agriculiure in Twoe Wars
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In some conirast to the expansion of outpat cutlned
abhove aro the produetion plans for such basic siaplea
a2 cotton, wheat, and flue-cured tobaceo. The loss
of foreign markets on the Continent and in the Far
Fugt has been offset in part hy either increased export
10 other aress or heavier domestic consumption. The
advance in the lattor has been particularly laxge in the
caze of poiton.

Produciion of itobasen was soverely curtailed in
1040 and 1941, (See figure 14.) This yeor, ouipus
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will be inercozed, but only moderately. Ceiton cutput
also was curbed in 1941 (11.0 mmllion balcs as comparad
with 12,6 million bales m 1940). For 1942, 1t 18 planned
that coiton production should be increased to neasly
12 milken bales. The principel crop reduckion is
planned for wheat, the 1841 yield of which wns espe-
cially heary. Though production of wheat mey be
cut about one-sighth to the minimum scresge allot-
ment authorzed by the existing agneultural adjust-
ment legislation, the «rop anticipated still would be it
axcess of estimated domestic consumplion.

As is evident from figure 15, stocks of all thres of
these staples held by the Government were further

Figura 15.~Commodity Cradit Cocporadon Stoclks {Owned
or Pledged Undar Direct and Guarantesd Loans) and Other
Domeastic Stocke of Wheat, Corn, Amarican Cotton, apd
Elve-Cored Tabaces
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incrensed durivg 1941.  Ab present, the Coramodity
Credit Cloxporetion iz linnted by lnw to the snle of 1.5
million bales of cotton aanually, at least two-thirds of
which i slready committed for lend-lesse export. A
ropitielion of this character ox the ssle of whant docs
nat axigt.

Al in all, the United States is in a mueh stronger
pogition todsy for meeting the eohanced egricultnrsl
reguirements than it was at the time of the last war,
That thie is the ecase can ba seen clesrly from the datn
aet farth in table 9, which swsamnrizes the Nalion's
egricultural resources, production, and eonsumpticn,
a2 well as the income of the fnrmer himself, at the tims
of World War I and today.
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Table L& =Furchases of Surplos Biarketing Admiwlsrration
and Federal Surplvs Commoedities Corpormtion Diaring
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Farm: Frogram Faises Frices,

Tha Government attempiled to bring about tha above
changez in sagricvliural produciion through achive
control of many farm prices. o the case of & number
of commedities, indading hogs, aevaporated milk,
cheess, chickens and eggs, and n number of vegetables,
tha Surplus Marksting Administration sotively entered

Figura 16 —~Indexes of Prices Recelved by Farmera and Cash
Incomie from Farsn Maikatings
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the market snd purchased the product ai higher prices
for lendTesse expor:i. The Governmeant gusrantesd
that the prices to be recaived by fnrmers for these
commaoditieg would not iall below 35 parcent of parity
through June 30, 1943. Of esourse, the parity itsslf
variea directly with changea in the price of com-
modities used by farmers, a5 well as with changes ip the
interest nnd taxes thay pay.
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In the cese of basic crops on the other hand, prices
were Taised in conjunction with erop eontrol programs,
irrespective of whoether ontpet needed to be curtailed
as with wheat, or increased moderately, as in the
ingtance of cotton and tobacce. These price sdvences
ware effected by Clongressions] legislation ralsmg 1941
losn tates. The lean rates for whent, corm, cotton,
tobaseo, and vice were placed at 85 percent of parity—
an advance ranging from 15 to 50 percent over the loan
rates which had prevailed in 1940,

Table 11.==Inidexes of Prices Raceived by Farmers
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The degree to which agricultural prices rensted to the
stimuli was suggested in the discassion of commodity
prices above. Prices of miny commodities 1088 to
parity or above a2 the combined domestie and fordgn
demand proved excepiionally heavy. Moreover, spec-
ulative activity in the prineipal morkets contributed
greatly to0 the price advence, az it appesred that price
corrtrol legislation would permit ceifings to be impaosed
upen individasl farm commodities only at high levals.
Thus, cotton and cottonseed rose 75 percent, grains
more than §0 percent, and meuat animpls 45 percant.
The average of all prices received by farmers stood 42
perceent higher on December 15, 1941, than a year sarlier.
Howaver, many farm commodities wears still materialty
below minimum price-eeiling lovals as provided in the
Emergency Frive Control Act of 1942,

Tablke 12.~=Prices Recelved by Farmers and Indicased Mini-
mum Ceilivgs forr Salected Farm Frodocts
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Form Incomas Highsst Sipee 19240,

As a result of the increased output and higher prices,
farm incomen 1941 was the largest in the last 21 years.
Cush income rose about 2.5 Billion dollars, or more
than onefourth shove the 1940 volume, to & total of
11.8 billion, Jo 1920, agricultural income was 12.6
billion.

The advance ocowrred by way of increased income
from farm macketings, This eepanded from 8.4 billion
dollars in 1040 to 11 biilions last yesr. Benefit pay-
ments mads to the farmer by the Govamment decragsed
slightly to 600 million.

The rise m form income was offset m part by an
advance in the price of commodities purchased by the
Tarmer. On the averazs thess prices inereazed abuout
6.5 percent; hence in terms of purchasing power, eash
farm inaome may he said to bave rigen in the neighbor-
hood of 20 peteent.

Consumption

Though the Umted States devoted un merensing
ghare of the national product to preparation for war
during 1941, consumption of goods and services by
oiviban: rose markedly to an gll-tima peak. Con-
sumers wel'e m possession of grestly avgnented pur-
chasing power aé a result of increased employment
created directly or indirectly by pubhe expenditure for
armament. Wage rates, dividend payments, and other
ingomes also advanced, and added considersbly o
funds avalable for consum péion.

Moreover, the existence of umemployed labor, the
pohcy of constructing new finished ammament facititios
rather than converting exmiating plant devoted to pro-
ducing civilian goods, and the fact that raw maierial
use was relatively uncurbed during the first two-thirds
of the wenr, all combined te moke poseible & record
output of comsumpiion goods. Only in the final
quarter of the year was the cutput of consumers goods
sersously threatensd by raw meterisd shortages. But
ever then, sizable inventories of the commodities
eventually t¢ be in short sapply made possible the
maintenenes of sales,

With the outhreal of war, the incressed supplies of
goods for consumers eoexistent with & growing quantity
of armaments ecame to an end. The immediate
stepping up of the arms program, the convermon of
oivilian plant, the ourtallment of supplies from the
Far Hast, and the spreading shortage of many raw
materials, made it abzndantly clear that consmmption
would be fottered to an inecreasing degres for the
duration of the war.

For 1041 as a whole, consumer expenditures for goods
and services yose to 74 billion dollars. The previous
year they had been 65 bhillions. After adjusting for the
rise in retull prices, it appeared that real conswmption
had risen neardy 10 percent. When compared with
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1929, consumptiem for 194% had sdvanced one-fifth
whils on a per capite basis 1t had inereased in the
neighborheod of ane-gighth,

Thus, the Nation entered a war period extraordinanly
well prepared for the restrictions oo consumption thet
will be required. Stocks of durable goods in the hands
of consumiers were the highest in history, with an
upusually lerge proporiicn of them produced in the
lost fewr years and hence in very good shape. More-
over, production of noudurables, including foods and
other agricuitural products, was alzo at 2 record high.

Retall Distributlon

Sales of retnal stores rmirrored the course of the cons
sumption advance, both in ite enfirety and in the vary-
mg mevemoents of the different commodities. Retai
purcheses 1ose 0 an estimated total of 53.6 billion
dalfars, more than one-sixth above the 457 billion
dollar volume of the previous year. Howerer, allow-
ance for higher prices cud the gain in real tarma to ap-
proximataly one-tenth

The aggregaie of sales within the year was what
might have been expected, on the basis of past relation-
ghips, with the level of income that emizted. However,
the pottern during the year differed quite markedly
Irom the movement that usnally occurs as & result of
seazonal Influen ces.

Ratar! purchoasing waa in Jine with income paymentis
for the most part during the first six wonths, But in
the ihird quarter, a combination of svents set off a
ware of consumer buying that expanded sales o an
unusnal degres. Of chief importence in this regned
were the eeszation of sk imporés from Japan, & grow-
ing awarensss of raw material shorteges amonp the
metals, and an anticipation of rising retail pricas be-
eguse of new Federal taxes snd previous mark-ups at
the wholesale Yavel.

Following the nnusual third quarter sales, purchasing
in the fourth quarter, ineluding the Christmas season,
fell short of expectations based on consumar incoma.
But again st the stert of the cwrrent yenr, 1042, the
1zzuance of & number of orders Himiting civilian produe-
tion in many lines vnleashed snother buying wave of
even more generalized nature. Hence sxeept where pur-
chasing was restricted by Government order, sales
during January did not experience the aftar-holiday lat-
down to anywhere noar the usual extent.

Though output of many civilian durables had been
Inited in the final quarter of 1941, supplies were ample
for the most part fo ik demand. The extraordinary
Broduction in the previous 9 months had made posaible
an expansion of wholesale and retail stocks, and these
were drawn upon, even through the first part of this
year. At the same time, howaver, in those cnses where
supplies were shortess, rationing wos wndextaken in an
effort to realize an officient distribution ameng con-
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swmera. Thus, ss pointed out mm the infroductory
section, by the statt of 1942 it had become apparent
that the pattern of consumption for the duratien of the
war would be altered drastically and that the agzzregate
of goods avalables for purchase would be serionsly cux-
tmled. NMNeveriheless, the country 13 m 2 relatively
good pomibon to meept the essential requirsments of the
cimilish population even wnder the bigh stress of 5 full
war offort. But many of the iteme 1 its lugh living
standord will have to be sacrificed for the time heing,

¥igure 17~Value of Sales of Beimnil Stores by Kind of
Busisness
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Sharp Expansion in Sales of Dorables,

Consumer demand for durable goods reasts most
sirongly to changes in the level of income and amploy-
ment. Hemee, ssles of sueh items 59 natomobiles and
their supplies, household farnishings snd spphances,
and bwmlding materials snd hardwere, all advanced
very shorply in 1941 Purchases of these commoditios
incraesed on the average f~om 20 fo 25 percent, when
measured it ferms of valae, Goans also wers axteneiva
in reel terms; salea of new passenger cars, for example,
incrensed to 3,800,000 ynite, thesecond best yenr m the
histary of the indvstry ond approximately onstenth
nbova the pravious year.

Retail buving of nondurablez elso mevensed coneid-
erably during 1941, the value of sales rising 16 percent
on the average. Among stores specindizing in these
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commoditics, spparel shops experienced the most heav-
iy expanded business, wath the value of sales ndvencing
one-fifth. Even food stores, whose business wsually
fluciustes to a smeller exient than does that of most
other shops, experienced an unusual rise in sales of more
than one-seventh, though o good pari of this increase
represented higher prices. Liltewise cating and drink-
mg establishments reported larse sales increases,
extending o stesdy growth of recent years. The sales
volume of thiz group moved shead 16 percent in 1941
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Buying from general-merchandise stores rose to &
somewhat smaller extent, with sales up about one-
eighth on the average. However, within this group
purchazes from mail-order houses, reaponding in poré
to grently anpmented farm income, jumped nearly 30
percent as compared with 1940, Department-store
sales increased 17 percent.

Consemer Credit Supports Retuil Trade

As in past FeuTs, consumer puvchasing was aug-
mented by sbuvodint credit supplies arailoble on liberal
tertns, Approzimataly opne-saventh of rotail sales ware
made sither on &n installment aceoumt basiz or by
means of cash obtaned throngh installwment loane,

The movement of econsumer eredit followed closely
the changing volume of consumer durable sales, Thus
axtramely heavy buying during the firsl 8 months of
1941 was a major Factor in the growth of total eonsumer
inetalment credit to & record peak of 6.1 billion dollavs
outstanding at the end of August, Subsequent to
Augnst, however, sales of durables lagzad and thesa total
outstandings declined by the end of the year to approxi-
mately 5.6 billions. Moveover, the Iikelihood of a
drastic reduction of consumer durable goods outpat
pointed to & very marked decline in the wolume of
installment eredis, Consumers will continua to make
repayments on the debts built up during the past sevetal
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years, Howaver, they will find it impossibie to buy
many commodities, particularly durabls goods, which
normelly mvolve the use of eredit, and & shorp contrac-
tion of retail consumer installment debt will result.

The volume of reteil instellment sales increased more
than one-sixth in 1941 to & record totel of 8.8 billion
dollars. Tlos figure does not include a fuither esti-
mated 1 to 1,5 bilhon dollars which was made available
for purchase of consumer durabies through sesh loans
made by banks and other sredit ageneice. Thus totsl
conpumer purcheses oft some form of wnstalltnent cradit
in 1941 were in the neghborhood of 8 hillion dollars.

Roughly mmne-tenthe of retaders’ mstallment ssles
yopresented such consumer durable goods se suiorno-
biles, refrigerators, ranges, and a variety of hounse-
Lold squipment and hard mershandiss. Tha remaining
tanth ehiefly ineluded apparel sang other soft peode, and
jewelry. As in other years, by far the largest voluma
ol sales on time was made by automohile dealsrs, inelud-
ing both new and vsed cars.  Indeed, mote then hailf of
total retail instollment sales (approximataly 3.9 billions)
represented time payment sales of automobiles, an
amount pearly 20 percent m excess of 1940. Tosiall-
man.; credit advaneed by general merchandise storag angd
furniture stores also gained about 20 peresnt to 8 com-
binad total of 1.6 bullion dollars in 1941. A somewhat
smaller risa was reported by household appliatice and
racio etoras.

Faderal Reserm Board Plices Corbs on Consonver Credit,

One event, of some significance in limiting reieil eales
of durables during the final quarter of 1941 was the
tightening of consumer credit tarms under regulations

promulgated by the Federal Resesve Boaid, By Fxecu-
tive order in Avgust, the Board was directed to regulaie
the izssuance of consumer credit a5 an aid in curtailing
tbe demsnd for commodities which embodied raw mate-
rizl needed in the output of ermament and in the con-
struction of capital facilities required by the armament,

I

To this end, regulations goveraing the issuance of
ingtallment credit for 24 metal-ueing commodities were
placed in effect on September 1. In general, these
regulations mereased down payments and shortened
poyment periods. In but few instences, however, did
the new terms differ drastically from those already
prevailing over larpe sections of the érades concerned,

Though the new credit regulatione may have played
some part in ¢uéting instaliment eredit during the ool
quarter of 1041, they probably exerted only mivor
influenca. Of more impottancs were the various factors
set forth above which led te consumer atocking during
tho late snmmer months, butourtailed consumer demeand
in some ssprments of the retail markets ot yoar end.
Mainly hecause of redwced produetion of consamer
durable goeds, a further drastie decline in inatallment
credit cutstanding e axpected throughout 1943,
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Wholesale Distribution

Wholesalers expenienced o general expansion of buss-
ness i1t 1041. Both the high rate of business expenda-
tures and the incresss 1 retail sales were instrumental
m elevating the aggregate of wholeasle trade to 80
ballion dollars. This value, of ¢onrse, 18 the sum of all
mtermediate trapsgctions, the same commodity often
pe=sing through the hands of zeveral daslers. The 1041
total 1epresentad the lavgest volume i txade annals and
wns an moease of 18 hilhons or 28 percent over 1920,
Here agan, however, higher prices ware responsible for
a good part of the advanee—possibly a8 nmech a8 two-
Efths.

The mest important wholesala group are the servies
and lmited-funetion dealws ‘These moere closely
repreaent whalb are gemerally termed whoissala mer-
chante and jobbers, snd they pccotmt for about 40
percent of the total wholesele trade. The remaining
taade iz bandled for tha moest part hy manufacturers’
anles branchas and ofices, patraleum bulk stanons and
terminals, agente and brolers, snd assemblors

The service and lumted-function deslers nereased
thewr bummness about 30 percent, turning over SOING
34 5 tllion dollars of goods within the yenr  Much of
this gain was concentrated w the first 3 quarters, as
rebalers purchnsed in steadily heavier volume dwrmg
this paviod. Net a little of the buying by retalers
represented nventory accumuladion, which by autumn
wes almost a fifth higher than m the hike period of 1940
{here agam part of the incgrwase repiesented higher
Prices).

This retatl stock acoumulatien, m ¢ombmalion with
lass vigorous consamer buying, slowed wholesalers’ aales
soracwhat in the final quarter, m contrast to the
marked advonce m the earlicr part of the year.

&8 wns the easo among retaders, those wholesalers
speainhzing m durable goods recrived the largest n-
reasa 1 business. This movement was sven more
evident for whelesalers, sines thosa handling preducers?
gocds, such as machinery, metals, hardwars, plumbing
and heating supplies, and electrical goods, resmived
busmess runging from 40 to 50 percent above the 1940
voalne. Whalesale dealers wn dry goods, clothing and
footwenr, lumber and building materials, and furnrture
2ad housefurnishings inerensed then sales about one-
vhird in valve. Again, even grocery snd feod denlers,
whose gams usvally do pot vary widely from year to
¥ear, reporied sales receipts oune-fifth higher in 1941
Lhan in 1940; price changes, howover, aceounted for the
major portion of the advance.

Inventories

A eubstantial part of 1041 output went mto inventory
holdings. Alogether, business inventories wears ex-
pandad to record size in a broad wnva of acewnulation
that reached its crest in the final quarter of $he year,
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However, iIn conlrast to the large mventory advance
thot cccurred wn 1837 and n the closing months of
1989, last year®s nsze dud not serve as a major foctor
shaping the merease n agpregate production. Rather
1 reflected the needs of that moressc, ns woll as the
reaction to the supply and price condihiwns thereby
crented

Thus, a sizabla part of the advibee in manu{nciurers’
stocks represented goods m process and necessary raw
materials #s growing outpaid requured larger inventories
n these forms. At the snms time, the sitong demand
for finsl products which preveled m all markeis
thiroughom, the year effectivaly prevented any excossive
piling wp of fimushed goods mventories in the hands of
mantacturers. Fmally, the continued rise in prices,
as well as actual and poteotial shoringes led to much
protective bumng., Of ecutse, inecrcased pnces also

Table 1&—Esttmazted Valre of Invenvories
[Bilbgna of dallars)

Manmoetorers .
Ewd of pear ﬂtmm"F ‘aTtlhhmno' Eatulers
Total ! | Durable | IWawdicable
I1E 8 a 4 i1 3a L L]
103 w7 4B i ) +1
o1 2 114 5B 5 A 37 38
Irs 158 TR T3 47 ¥

| Ingldes Cha pelabay wod publisbiog end meenllogeaus indastties
1 Frelmlondy.
Bemree U & Deparimant of Commsees

maede for higher valuations as supplica wers converted
into inventories at progessively hagher prices

Combingd inveptories of manufacturers, whelacalars,
and retealer s amountad bo 27 Iallion dollsys at the and of
Decembar, mors than 8.1 mlhon above thew valus st
the and of 194¢. Thongh over one-third of the 19se can
ba sttnbuted to higher prices, the mersase in physieal
stooks wne the largest yat reported. Manufacturers
regiztered 1he heaviest advance of the thres groups, as
therr holdings rose to a value of 15 3 ballion dollare at
tha end of the yesr, compared with alightly leas than 12
hiliton 8% its hegioming. Retmlas' stocks increased in
walue from 3 5 bilhon dollars to about 7 billion, while s
risa of a billiom in wholesale stoels hited their aggre-
gata volhe to 4 7 billion. In percentage terms, manu-
facturers’ mventories increased 33 percent, wlele those
of retaddiers and wholesalers advancad 24 andd 27 pereent,
respectively.

An outstanding featurs of the last hinif year was the
shap meresse 1n the value of Inventones relative to
oufpul m manufachming indusiries. This develop-
ment reflegta the many indvences vetmrding oubtput
gaina plus those leading to protactive inveniory accu-
mulation as the yesr progressed.  Much of Lha available
slack in menufacturing capacbty, which had mude
possible earher lmge incremszes m ouiput, had been
talien up by the middle of the yeer. As o result, the
Depaitment’s index of manufacturers’ shipments {Jan-



a4

uary 1939=100) rese only L6 peints after June com-
pared with a nse of 39 pomnts during the precedmg six
months. On tha other hand, the rate of mventory
scoumulation m the last half of the year was approxi-
mately double thal prevailng ¢ver the first six months
Both foctors thus combined 1o Nft the relationship of
inveniones to shipments to the new and highar lavels
cshown on figure 18,

Figure 18 —Relationshlp between Manwfacturers'
Invencories atd Shipments
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During the first half of 1941 a parslel growth of
mventones and chipments ia revealed by the figure.
Exzpanding sutput ealled for larper stoelks in thie periad
as in previous years. By the middle of the year, how-
ever, the emphasis in over-all inveniory policy had
shifted from the maintenance of previously sstahhszhed
stock-shipment patterns to protective buying on a large
seale. Though further advanes in prodoction had now
become dependent upon the raletively slow axpansion
and conversion of facilities, inventories pilad up at an
accelerated rate, Moreover, the scope of the move-
ment gradually broedened until it embroced abmost the
entire produciog econcmy.

Darable goods industries continuad to pace the rise
with record accurnulations of more then 700 million
doliarz in the final quarter and only shghily less in the
third quarter of the year. Poarticularly large increases
were recorded for those Industries engaged in producing
for tha wer effort. Thus, the index for transportation
equipment closed the year nt 662 compared with 433
in June and 273 at the heginning of the year. Similarly,
the index for electrical machinery reached 228 at the
Feor end—up nearly 100 points from the previous year.
The Deporiment’s index of the volue of inventories

*
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held by all durable goods industries rose from 130 to
176 during the year.

The second half year also witnessed o tremendous
edvance . the value of stocks held by producers of
nondurables. Earge incresses m foods, textiles, chemi-
enls, and other nondurables were recorded as it becams
appoarent thal shorteges wera spreading to arsas pre-
viously affeeted but httle and that the upward pres-
BUre o prices was besoming mors intense  Altogether,
the walue of mwentones held by produsers of non-
durables rose more than 800 rmlhon dollars during the
finad quazter of 1941 For the year as o whola the mdex
for nonduwubles advanced from 111 to L44 [average
month, 1939=100).

‘Widegpread protective buying coupled with slower
advinees 1m mamafzetirng  producthion hesve thus
strengthoned the over-ull inventory position of manufae-
turers Wide vanatwn axists among different indus-
tries, however. Far example, the iren and steel and
thair products oroup incregsed shipments during 1941
with. little change mm mventories. Other industries.
unnble to expand slopmects, contmued to inerense
stocks, Larpe advances m the shipments of war indys-
tries kept their rapidly growing inventories closely in
Iine with previously established patterns. But in the
aggragate, the level of stocls with reference to shipmeanis
iz mow consderably higher fhoen in the pattarn exhibited
prior to June,

Fetail and wholesale inventories ware discussed
some detail in the January issue of the Survey. Since
then, the year-end censns of independent: retail stores
cimductied by the Department of Commerce hns shown
that jotal sbocks reported by morce than 3,000 stores in
34 States were 21 pereent higher on December 31, 1841,
than they were one yesr ago. Increases ranged from 3
percent in diug stores to 80 percent in the furniiure,
household, aod radie gaoup.  Dealers in commodatics for
which demand ha= been particularly hesvy such as
bardware atores, and lumber snd building materiale
made much less than average additions te stecks.

Construction

Relatively lorger than the expension of manufaetuy-
ing wag the advance in eonstruction. Record capital
formation crested as a vesult of divect military require-
ments and the indirect stimulus of armameni expends-
tures yiclded s volumse of construction in 1941 half
pgain the size of thet in 1840 and the largest for any
year gince 1925, Total expenditures on new con-
strustion are estimated to bave been just under 11
billien dollars (see table 15 and fizure 19).

A considerable part of the copstruction during the
rear, and all of ths increase ¢ver 1940, was related to
the war cffert. The outlay on publidly-owned con-
struction more than doubled that of the previous year,
with most of thoe increase ocewrring in militory facilities,
war production plants, and housing jn critical arees.
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The total was well abova any other year meluding those
of the lagt war.

Through the final qumter of the year construction
which did not meet war requirements suffered increas-
ingly becanse of difficulty in obimning essentinl ma-
terials, However, by the yenr end there had been
fittle more than 4 seasanal dechne in total construction
activity. And war reqmurements suggested that, in
spite of drastic curtmlment of some types of projects
because of the scarce material supplies, total expendh-
turas on constructon m 1542 would at leasé approach
the 1941 level. PDuect mditary construction is to be
much heavier than lnst yenr, while the building of new
plant should be teduced bul hitle, In addition, con-

Figure I%.—Estimated Valne of Tozal, Puhbliz, and Frivate
MNaw Codseructlon
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siderabie activity in other fields, including residential
building, is deemed essential to the war effort.

Raesidential Construction

Incressed consumer purchasing power, the extraor-
dinary growth in the numher of new families, nnd
extensive internal migration nto war production aress,
&#ll combiged to create durshg 1941 the heaviest demand
for housing efnce the lgte twenties. Cutlay on new
nenfarm residential consizuction mose to 8.2 billion
dollers, 25 percent in axcess of that in 1840, The pesk
for housing expenditures was realized in 1926 with an
outlay of 4.8 billion, whila tha low point in recent years
wag the 413-million-dollar-expendibure m 1053, Alto-
Eﬁ"fhﬂf, work was started on 615,000 nonferm, dwelling
units, 14 percent move then in 1940 and the largest
sumber in 13 years,

Ae & maiter of fact, the affoctive dewand for housing
was even grenter than these firuves indiesied. The
number of vacant dwellings declined markedly and for
the couwniry as a whols the vacaney ratic was reduced
below what iz usually considered normel. In many
war production ereas, of course, vocant dwelling nnits
declined to an irreducible minimum. In addition,
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conversion and rehabilitaton of existing siructules were
undertaken to en unusueal degrea, while light house-
Leeping units, trailers, and other dwelling units nolb
counted s new construction, appeered in large nun-
bers within many aritical arens,

The strength of Lhe housing demand m 1941 1s
further emphasized when it is realhized that the large
gain occurred m the fnce of o substantial 1ise 1 costs.
Puilding costs for a standard d-room frame house, fox
example, rose 11 percent.

However, the mercasod level of mcome tonded two
offset the retardmg influence of the tcost advanec, not
only directly but also through veriots mditect effests.
Thus, while the numnber of marriages in 1638 and 1940
was oxceplacpally ligh, faverable economic conditions
oand the war Ied to a furthor mevense last vear, Someof
the wer marriages of comse did pot ¢reate hew honse-
holds; nevertheless, ths mot incrense in households
probably exceeded the Iavge number yeported in ench
of tha premious two yesrs.  Again, the increased income
favored favther “undounbling’? whera two or mors fami-
liez haed been Iving ae ome household, No siatistical
mensurament of thie latter development exists, but
evidence from many somcees pomts £o its having proom
markedly last year

A good shsae of the wevensad resmdentiel building
repregenied publie ennstroction. About half o billion
dellars was spent ou public housing in 1941, a5 eomn-
pered with 200 mifion w1940, Approximately one-
third of tha tofs] represented a eontinnation of the
sium clesrance program. The balanca of publie build-
ing waa required to moeet hovsing shorfapes in critieal
nass of way praduetion,

To sssure an adaquate program for thiz pupose, the
Yrasident esiablished a Coordinntor of Defanse Hous-
ing, whose duly it was to gauge the needs and arrange
with the necessary suthorities that the matersals be made
available and the actual construction be undertaken.
Fuor the most part the building iteelf was carried out by
the various housing egencies under the Fedarsl Works
Administration. Altogether, 166,000 units were stariad
and 48,000 upits had been completed up to the end of
1941, CQue sigoificant aspect of this program was the
emphasis on demountable housing which served to
encourags and develop prefabrication.

By the year end the outlook for housing dunng 1642
had been rendered very complex because of the grow-
ing shoringe of raw wmaterials, particularly metals. In
mid-September, priority assistance for abtaining re-
quired materials wea limifed to those new housing units
in critical arens which cost less than 86,000, Inventories
in the hands of building supply dealers ware consider-
able, however, and constmotion of larger umis remained
in sizable volume. Buildiog of this characler cannot
continue indefinitely; 20 mosl new residentinl constzue-
lign in 1942 will of necessity havs to fulfll priority
specifications.
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The tofal supply of scaice materinls thai would be
gllocaied for Louvang purpeses had not been detor-
mmed 26 the year end. A fipure of 300,000 nnits—
200,000 privately owned and 100,000 pubhely owned—

Figure 2)—Latimated Yaloe of Public amnd Priviate
New Conatrnetion by Type
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hod been apmounced by priority authoeuties, but no
apeoific time limit had been meluded. At the start of
this year, applicatione had been approved covering oll
of the public snd sbout holf of the private quote  Appl-
cotions were baing teceived ab a rate which would
cxhaunst the balanee of the quata before the end of the
first quarter m 1042, At thot timo, the vrgenoy of
additional housmg in critical areas will have to be
woeighed against other sssentiai neads apd the tofal
residentun] Doldmpg nhach ravet be undertaken m 1942
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in this regard, the hesvy residentml bnlding last
Fear was of parhicnlar importanee, for on the whole it
left ihe Amcriean pecple better housed than at any
other time i, the last deende. Only in areas requiring
an influx of new labor will residentigl building be ex-
tensive. In oll sections, the rsein the nymber of hovse-
holds normsl in more usual times will be cortniled
beeouse ¢f wer servioe. Ab the same timte, restristione
on new construetion should again encomrage a lmge
amount of conversion and renovation of existing siruc-
fures, a5 well as the increased usa of liaht housckesping
gquarters, trailers, and other slternatives to new buildmg.

Indusirial Construction

{One of tho most significent construstion developments
durmg 1941 was the increased building of manufastur-
ing plant. The crention of a iremendous new arma-
ment indusbey, cornbined with » sizable exponditore on
plant for civilian use, carned the total outlay to 1.9
billion dollars. Ths was more than double the 1920
peals and perhaps 3 times the volume renlized in the
high year of the lash war

Asstated in the introductory section of tlnz economic
review, over half of the plant constrestion oseurred m
the direct armament wmdustrics, weluding the tremen-
dous expangion of sireraft eapacity, 8 more than triplng
of the Nation’s dhipways, and tho snormous growth in
plant for tuming out such commodities e tanks, guns,
ammumiion, znd cxplosives Ap & matter of fact, new
armament plant eonstiucted in 1041 waa itself mors than
double the entiva plant investment {(not ineludimg
machmery, of ecurse) of the automebile mdustry
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|Miene ot delloeaf

Lem "W bLi ] 183 1033 1038 168 10as L] Har 13 fLIe ] 1530 1ML
bruct & reRel, mdmmhmmu ..... fER A g6 ) B3an | 413 | Lais | S 008 | B.E [ 0280 ) D1 | 9,800 | M0 EMG | 44
'I'¢I-a3 et m‘uﬂmfi f__.u.,,,,, - ,__.'.,___ lg’,m 7, MEL ﬁm Mg | L8| ZVek| dam | 4030 | 5EM[ RO 5 M3 | B8 . S1%
:hmlu: ............................ v | Aee | Bk | mad | 7| Sedk | S| nnd | AaTs | ot | oMF | nim EATT
.................... W ed8 1 AW | RHT | 5,6TA | TBS | R0ML[ S0T | 4400 | EME | B3R a8 | TaEs | i En
BT smn | 398 | L TAL M| 15| DB | 3BEE | LT | 300 %'Hd- 4, At 5, T4
3002 [ g0 | 3,450 1% 413 L] My 1,8 | LESE| LT | oA | BR[| A
M1 1,58 | LOoM 5id 417 1 457 &3 | 2022 &43 B o 0L
1,18 ™ ERE Es] 128 157 ) FT) et al b kil 4BE
Fredory B30 1] 214 L] 135 I3 i) 52 508 1901 F ] H1 B11
mh.u- mrearduntﬂl L] 67 EL = 1 i 1% 176 b2 E ] Hr Hur 1]
T it st pe o chervl 1) h‘u.ﬂv."hn: h:.r]:lnvatudsr
conad utilibd L ... —— o - K -2 )] L 19 b 1] L] a4 oL EH i
Frrin coneinicin b i ]| 11 fLic 144 {3 a4 b o 413 Sed 125 AR Lo
!u:hhgum;ty o T T Lam | 1, H2 o7 W2 F ) Eird xbe 48 B20 42 BT HE )
[ sdi| 27 a5 LM LAE ] LS| 140 SR | mos ) 2088 X0l | 2G0 | EEE
Lae [ L] 1,8 10 [ ] B 7] )] B50 foir) 824 My 1042
_____________ [N I A A 1 [] Bl ;] 0 1 iz g
[T+ [ o} | iU iy o] an A&7 a7l TR ML Lo
R S FPRE RN S 10 E 1] 17 aL 25 ] 2%
F R R [ I [ 4 1 4 16 AT 124 1,558
Other mmdentul buikdimp 2 [T 5L e 101 15 P Lk 08 i i % 200
Mliaryand el ¥ . jii] o5 L. kT A8 & ir) 1) &7 ] L e 1.7
All othar pa mmmnni_____ - e e a- a0 T} (7] EEL] i [1]1] 011 2 L] =1 .1 1] o]
Wark relwal fwite 20 MOmHDANS). ..o cevimarrr s R ) I 4 5 06 | 1,180 e[ Lae| 1002 i3 1 }1
B ETT LT e —— W RNE] LML RIS OLTRE 1L M| LT | 2083 | X463 | 2610 | 2536 | L83 | T4 o, b
BRIWabD.. « oo - e o M) 210 LR | L@ | L6 | LW | LR | L [ LESE | 1aD3 | LER [ L83 1 b7E
Brthe . o 0TI T e e v | | iy | B | ed | T Twea | vz | em | s | am
1A teiy soomparebie deka 1] wlf-h lﬂlh.rn ATMIIRER I ©"Conttriie- o part of L CAnEGamant o Fraviud b LG el 'mhnm Gther Eho bl
300 L atiTely i mﬂmustw w E‘ i ottt Fmd Ne 9 mmtu.ummlnumll s of [anbar s wers clagaed xn
d 1 Prolmandry esiums b of G lll mm e Iabld' Siauitacs Forthor mmsag, I%ﬂﬂﬂ SO L e, DA Ty an S rand Navy
ufm:dmt o of Anl oemua [ s riala, 1
¢ s%u: g m:mm nm:ﬁ of w?;&'}uﬁ'fy ol COMUBITEIN] CORPTIN: m’ 1 nmmifmnnmum . “démml.% E ﬁgu“r;lm
oo ShoFtrnm vrtroot (einndly nvarg o0 Brt'ﬂt rechim D0UE
ar‘m ﬁnl?uol‘tm ruunl' e, Jnglado indotamuna i nmpunis GG e ol bobarTaises '
[ L]

I‘I]-H}md TH1 pirtlie {oqtery dicnros ctiehade sil Anovy sod Havy warohouses ook

Saurca . B Departmet of Sommarss.



Febraary 1942

Agnin, ns zuggeaied above, the rise of the arma-
meni industries mado necessary a further growth of
machwery and raw material ootput. Chenucals, iron
and steel products, alwminum, sod other nonferrous
metals, were fhe materials undegoing the largess
planty expansion a8 o peault.

The extent of new plant classifisd ns beang chiefly for
use it producing eivihan goods is beet wdicated by the
facl that despite increasing raw malciial shortages,
the building of such plant was greater thon in 1940,
Mavertheless, this still comstitated but onefomilh of
the total plant constavciion m 1941, The foed end
kindred products, textle, pulp and paper, and pulg-
mobila mdustries undertock the heavicst consiruction.

By the fowrth quarter of the year, raw material
shorteges had limited both ihe necd for eiviban plant
copstinetion sud the ability te ey 1t through,
Primity ssmstounce in obtainmg aiher mochmery or
matmisls wias fovmolly denied those who sought to
male such mvestmeny and bwlding of thet character
whs on the decling.

One development of significones wos the huge plant
songtruction carned cut under bhe auzpices of the
Foderal Governmont. Approximately two-thuwds of
the tatal mdustrial construcsion m 1941, mclediog
nme-tenthe of the armamont plant, was on Foderal
agcount.

Smnce the outeot of the milifary progiam n the
seeond ausrter of 1940, new industdial eonstruction
has nigen continuously, The annual rate at the sarlior
date was lese thon 400 mullion dollams; today it is move
than 2 hlhen. Commitments aleady made ak the
time wi was declared indicated $hat this pocs wonldl
bo continued at least 1nto the second pmt of 1042, aven
though construction of other then wm production
plants had been wirtuelly elmmated. Morcover, the
enlaiged arms prog: sm demands e further large merease
n mdustatal capactty.

While much of the incveased sams capacity 15 to be
schieved In port through wholesale convasion of
existing civilion plunis, new constiuction also 18 to
play on important role, both beeawse new building 1s
4% tmes mors 1apid and becsuse unot a small part of
the 1equired plant is for the produstion of commodities
that canuot be rado in converied fmcidities. All in
all, the necessary new steel, aluminpum, mognesmrs,
thewacal, bowber, sidoonce, and similar plants tend
o substantinie & forecast that outlays m 1942 will sise
sbove, rather thon foll below, the cwrent 1ate,

The same conclugion is expected in the case of cortain
types of public utdity construction In 1941 the total
of Une catepory advanced to 820 mllion dollms, np
considerably from the 645 mallion of the provious yew
but stll far below the volumes realized m the fatier
iwenlws., Railrond and clestne power construction
both were much heavier a8 nereased demand meident
to the broad industeial expomsion roguited cither an
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eplarged capacity or extepzive imprevement of that
already existing. A eimilar development may oaceur
in 1943, Ilectis powaer plant, fox szample, is sched-
led fo undergo a record expansion.  However, part of
the new construction of utilitica, as with monufacturing
concerns, will be offset by deferment of mamtenance
sod repair, ioquired as o result of short material
supplics.
Public Construction.

Faublic eonstrueiion had been at an all-time peck in
1940, but 20 was mere than doubled in 1941 More-
over, the total of 5.6 tallion dollaie wie one amd 4 half
times the volume found necessary in 1915, the peak
your of the war.

A numirer of developments, some of which alrendy
have boen coveied, were responsihle for tins sharp
pdvance The most important ware the rise in factory
biding for pubiic zocount, the very extensive milisaty
and naval construction, and the incressed wolome of
pubhe 1esidentisl budding. In addikon, however,
almnst sl other forms of public construchon cxponded.
Oulloy for new hghwoys, for example, is estinited to
have been shightly oo than 1 bilhon doliars, 7 percent
above 1640,

Heavy Military and Naval Gopstractien.

One public eonstroetion aategory which assumed
major propaitions in 1941 wis that which embraced the
bwmlding of eantonments, air ficlde, naval bases, and
other pulitory foeibities. Detalis on ths conetrustion

Figura H.—Estimsated Ynh'f'r of Public New Congtiritction by
pe
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are not available for publication. However, the total
outley within the contnental Tmted Stetes itself
jumnped 1o epproximately 1.8 ilhon dollas m 1941, as
compared with 473 milhon in 1940, Even befors the
United States became divectly fnvelved in the war,
projects had been schaduled thot would moue than main.
tam expendituic at the 1041 rate through the first half
of 1942, Since then, of cowse, the program has been
stepped up very markedly.
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Rise In Construction Costs.

It was enrher pointed out that the huge advance
i construcbion last year oceurred m the face of o
substantinl incronse in costs. The imperative nature
of o large propertion of ths demand, as well a5 the
meressed level of ineome, made cost conditions a
factor of secondory imporfance in most mstances, and
the inevease probabiy had but minor mfloence in re-
tarding demand Certonly of murh greater importance
in this instance wos the prospective shortage of raw
materinls in the latter part of the yesr.

Quoted prces for boldmg matenals, 68 meagnred
by the Bureau of Dabor Statistice’ index, 108e 9 per-
cent during 1841 Aeccording (o mdices compiled by
the Engineerig News-Record, the advance iz construe-
tion wage rates within the vear was 9 peicont for
common labor aad 4 percent for skiled labor As a
vesult of those and other chonges, the Homea Loan
Bank Board index of the cost of bulding n standard
f-room house 108e 11 percent.

The rise in sctual costs was probably higher than s
indicated by these and other published data. For,m
edditaon to the inerense in quoted prices for building
materials, there existed less thon ihe wsual amopnt of
price undercutting, and some premiums woere even pard
to get acorce itormz Moreover, fewer concessions from
prevailing wage rates were oblamed, nnd more extra
pay for overtime was required Finally, the problems
oad wncertainliss of cavrying through & lamge volume
of sonstrushibn m o wor dislocated econcmy inereased
the contrictor's sverhend and adminsivative expenses,
nnd regnired a larger margin for contimgansios, In o
“sollers’ market,”™ contractors, subcontractors, and
others in tha industry were able to mark up their prices

necordingly. As the year ended, ilus general upward
trend in sosts was continuing.
Public Utilities
Electric Fower

The tremendous growth of mdustrisl actty led
o an unusuzl and record yesr for the elestnc power
mdustry, Capocity, oolput, oumber of custormers,
revenue—all were the largest in tha histery of the
industry. But, notwithstandieg o very suhbstantial
nstallation of new generating cepacity, as well s the
oenstruction of much inderconnecting transmission
line, power cutput within soine regions proved inade-
quate to meet peak demonds for the first time since
the Inst war. Morecver, at the start of the new year,
it was clear that shovbeges would become more wide-
spread during 1942, although peak ouprub was scheduled
tgain, to bo stepped wp markedly in almost all regions.

Shurp Advance in Indastrlal Sales.

Seles of elecuricity to ultimale customers rosc 18
Ppercent to n totel of 140 billien Kiowatt-ows in 1941,
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By far the largest expanson (28 percent, and closs to
three-fourths of the iotal merense) repressnied pur-
chases by larpe mdustial plants, chviefy o reflection of
the hesvy mdusirial output Newiy construeted
plants took o somewhnt larger proportion of thewr
powar requremaents from pubhe utihtiss than did the
rest. of manufactning on the averags

Sales to commercial aod residential sustomors also
moved forward. The formar wera np about 10 percent,
& lorgor axpansion than that which has cecorred in the
recent past. Om the other hand, the B-percent advance
in sales to residentiel consumels was smaller than the
avergga oun 1 the late thirticae,

This letter development was not the remdi of a
smaller addition to the maun ber of resadentind enstorners.
These showed the lerpest incrense for the past 13 yeors,
partly hecause of the large amount of housmg for de-
fense workers. Howaver, tha pain m the number of
Lkilowatt-hours teken per cusiomer wes less than in
recent years, rising only from %52 to 986. This was the
cage despite the fact thet soles of electric spphances
(chiefly responsible for increaszed household use of elec-
iricity) were the heavieat on record For axgmpls, over
3.5 milion refrigerators were purchased, as contrasied
with 2 7 million a year esrlier, while thesale of 684,000
ranges was 70 percent above the 1940 toial.

The trend townrd lower rates was continued through-
ouk last year. But in the case of residential consump-
tion, the decline was smaller than in previous yeas.
Both the rate reductivns and ihe mere intensive wse
of electeicity woder gradusted rote schedules, brought
& decline in the wverage cost 4o residentinl customers
from 5.84 cente a kilowatt-hour in 1940 to 3.73 cents
& Klowatt-hour last yoar,

Teble 16.~Revagus per KEilowatt-Hour of Elgcirical Energy
, By Congumnsr Clageey, 1929=-41
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Bunmu Edison Elevric Tustitnia

The meagnitude of the increased demand for power
vanod widely fiom area to area, being particularly
large in 1hose regions heavily engaged in producing
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commoditios for mihtary and capitel vse  Industries
producing durable goods and chemicals require sxcep-
tionally laxge amounts of electric power. Moreover, in
gome cases, the vearly peak requirermneni was raised
relative to thet of any single month. Buch impertant
power consumcrs 88 the electrochemical and electro-
matallurgical indastries formesly vsed much secondary
power, curfading activity daring periods of peak
demand. Today, bowever, they meintain & continuous
operation. On the averags, power facilities were used
more intensively last year, the kilowatt-hours generated
per kilowatt of capaoly advancing from 3,538 in 1940
to roughly 3,900 in 1941.

The effect of the new prme indusiries on power
deznand 8 well divstzated by the experiences in the
Pacfic Northwest and the Tennessee Valley regions

Figura 22 —Ellowati-Hour Sales of Electricity During the
e2r to Uldmat Gonmumers aml Ellowsie Generating
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which have recarved large new aluminum, magnesium,
and chemies)l plants. The peak requirernents in the
former section wore 38 pereent higher in November of
lest year than a year sarlier. In the Tennessee Valley
areq, the gein wee limited to 16 percent besause of
inability to fill all requirements. Drought conditions so
lowered hydroslestric reserves in that region as to make
neceseary an informal retioning of available power
supplies, Commercisd and nonessentis] indnztrial vses
wel'z ctiriniled, and pleng for the inavguration of power
priorities throughout the entiro section were formulated.
However, a timely end to the drought indefinitely post-
poned the latter program.

Largs Expanalon of Capacity.

_ Peak requirements for the country a8 & whole oecor
in December. This past year they stood more than a
tenth sbove those of Decernber 1940. ‘I'o meet such a
demmnd, the uiilitics undertook one of the largest cas
Palty expansions in their history. AMogether, 2,854 ~
000 kilowatts of new generating copacity was installed

- SURVEY OF CURRENT BUSINESS

39

in 1941, only a very small part of this being for replace-
ment. More than fwo-thirda of thia wea added by
private eleefne wility companies, while approximaotely
one-fourth represented new Foderal plant, and the
remaining stnall pmount went inlo municpal wtilities,
At that, instgllatione fell short of the total scheduled
for the year becauss growing raw material shortages, as
well as competition from shipbuilding and other indas-
tries, held bacl equipment production

Table 17.~MNew Ca ¥ Added, Capltal Expenditarss, and
Bacurity Issntes by the Electriz Powvae Industry, 1936-41
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Installations deferrad wn kil 1942 totaled some 600,000
kilowatts. There remsin scheduled for installation
durng the current year, 3,655,000 kilowafts. Whether
or 0ot such o program can be fulilled rests npon the
allocation of rew roaterinlz and machinery producing
capecity by the War Frodustion Board.

Though ihe cxpaneion in generating eapacity was
extremely large, it siall was jesa than the inerease in
peals demand, a deficiency made up by drawing on
axisting reserves. JIn this regard, reserve requirements
were decrenzed somewhst by construction of a lorge
nmeber of interconnecting transmission lines For
gxample, pooling arrengements in the Sovtheast ares
wara effecied 1o melude uiilities in 13 States from Ohio
and Voginis to Flerida and Loviziana. Thus, i neces-
sary, power can be made available to the Souibeast
from the Middle West by displacement through a
series of interconnections.

Railyoads

The reilroends—a major industry whoss operstions
consistently faided to recover substantially doring the
past desade—wers ealled upom to movae 2 volome of
fraight and passengers in 1041 that i many Instonces
strained their existing equipment capacity. Indeed, at
the peak penod of freight traffic, the carriers achicved a
record operaiing performance. One result of this
heavy increase of busmness was a decided improverent
in the carrier's finanoial position, net operniing incoms
spproaching the level of 1928, At the year end, the
raiiroads, ke many other industries, found their
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position transioamed from one of insufficient demand
to one regurng an expansion of exisung facihties m
order that (raffic volumes expected in 1842 moght be
adequately handled. Af ihe same time, howevel, the
earrier’s ahlity to obtom such equpment was severely
hmisted by the grent need for matensis and lnbor on
the part of the war production mdustries, It thus
appeared necessary for the 1oads to achieve the most
complate cooperation ond coordination duing thisyear
m an eifort 1o reglize thexr utmost effiency of apernion.

Traffle and Eartilngs.
Caroads of raviroad freight lasi year rose 16 percent
over 1840, the total for the year reaching 42 3 mullien

Figuve 23 —Indexae of F t Carriad Ona Mlle, Fraight
Cars In Sarvice, and Industrial Froducticn.
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onrs. Traffic attained peak proportions by the mnddis
of June, and from that tme 16 the end of October,
omitting 2 holiday weoks in the intervening period,
averasged 001,000 cors weekly. The volume in the
highesi, week of the yenr (Dctober 12-18) amounted to
923,000 cars, compared with 233,000 in 1940 and
56,000 in 1939,

The wfinence of the armamont program was espe-
erally evident m the exponsion of muscellanesus (manu-
footures), ore, coke, ond forest produet loadmgs
Theze rose 24 percent over 1940, mm keeping with a
27-pereent advanea in mdustuzl ousput and an incrense
of obout one-fourth m constrootion. The pronps
showing smaller gams incloded agrienitura? preducts
{up 6 parcent), logs-than-carlond merchandize (np 5
percent—a subsiantial mnerease, hovwwewer, for thas slug-
gish group), and eoal (up 11 percent),

The 16-percent rise m caroadings underatated the
axponsion of fraight traffic, howsver, for ton-omles of
revenue freght mereased by one-fourth, as the wor
program 1equired that larger volumes of durable
products be transporied over longer distances. As a
meiter of fact, the ton-milenge for the year was tha
largest on record, as an abnormally ngh proportion
of total traffie moved by main line betwesn lorge
centers of produclion.
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Table 18,—0O ting Revenues and Incomve, Fized Charges,
and Net Inmpaornaﬂ, Cfusl Steamn Bailways (Excluding Switch-
ing and Terminal Companies), 192941
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Freight revennes mncreased 25 percent, or shout 811
mulion dollars  The 1941 fizure hag becn exceeded m
only 6 othar years (between 19235 and 1928) 10 rajlvoad
history. It was about 3280 mallon dollas onder 1928,
Roevenne per eanload advanced o 105 dollary, compared
with 97 dollars 1 1840, and 91 m 1924,

Althongh less mmyertant from a revenue standpoint,
paesenger traffic also rose sharply (22 percent) from: 23.8
bilhov passenper-nules in 1940 fo approximotely 29
billions m 1941, only shgbtly below 1929, Much of the
1941 traffic graan conmsted of troop movement ang travel
by armed personnel onleave. The mncreass for the year
in passenger revenues gpproximaiad 100 milhen dollars.

Choracicnstically for the 1allronds which have a
lerge proportion of costs that remain relatively stable
1a operations meregse or decrease, costs advanced less
Figure 24.—Financial Oparations of Class | Raitways, atclud-

ing Switching and Terminal Companies
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than revenies, as shown in table 18. Aggregnte operat-
ing revenues rose hy nearly one-quarter {1,060 million
dollars), but operating expenses absorbed only some-
what more than helf of this gam (570 milhon dollare),
18 the oporating 1atic declined to the lawest level since
1916, Net railway operating ineome, after the increase
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of 156 million dellars in tax secrusls, rose 317 million to
1 bilhon, the best figure sines 1929. The rallronds’
net ineome, allowing for fred charges and the recapt
of other ineoma, was sbout 500 million dellars, spproach-
ing thet of 1930.

Late in tho year, wage rates paid rolroad workers
were advanced by an amonnt which has been esiimated
to approximaie 332 milhon dollors snmualiy at the
1941 employment levéls To offset this and other
antacipated ecet increazes, the raihoads petitioned the
Interstate Clommerce Commission to rase most pos-
genger and frerchi rates an averege of 10 percent, or
aboet 500 million dollars on the besiz of revepues
received in 1941,

Equlpment Supply Increased.

In order to cope wiih heavier tiafic demands, the
reikoads have added to their supphes of freight cars
during the past two yeurs, o2 shown in table 18, Serv-
iceable frefght cars (mdroad-owoed) wvalable last
Ociober 1, a3 reported by the Assoeiabion of American
Reilrosds, numbered 1,602,800, in companson with
1,510,500, 12 months previous, and 144230600 on
Qctober 1, 1939, By the first of the e¢urrent year,
the se1viccable supply approxmmated 1,631,590 Dur-
ing 1941, tho railrcads voported 80,500 froght cars puk
in service, about 15000 mors than 1n 1840 and the

Tabls 13.—Eqnipment Erpeoditurss amd Frelght Bouip-
ment, Class I Steam Rallwaye (Excluding Switching and
Termitml Companies), 17391
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Imgest number installed on Class T lmes in any yenr
since 1929, Intensive efforts to repaiy and rehabiji-
tate unserviceable urute, moreover, bronght the “had
order” figare down to 4 percent ab the yoar end, prob-
abiy “near the minimum except 25 additional “bad
order” cars moy be scrapped.

Despite successful efforts to facilibate he handling
of +t]m mounting traffic lond, tha sarplua of serviceable
Ireight- cars not enguged at the time in carloading
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operations, declined to the unprocedanted leval of about
41,000 during the earloading peak lasl September end
October. Recognizimg the urgent nesd for more freight
equipment, the railroads placed orders fotaling 74,900
at the year end for now cara to be dehversd, if poasible
before next Dctober.

A similar sight szituation prevade m the case of
mpiive power. Although 16) sfeam locomotives and
472 of other types were pul in service during 1941,
the reserve supply stored ip oporating condition fell
to low levels during peak affic penods. Tn the
closing months of the year, for azampls, it was 5 percent
or less of serviceshle uniis in the ease of steam freight
locomeolaves. At the end of December, the ralroads
had orders outstanding for 546 additonal, includiog
288 steam locomotives.

Tke problsm of railrosd equpment production this
year will contipue to be material shortages. Howevar,
priorities are being granted railroad equipment shops
assuring materials for the building of a total of 56,000
new Ireight cars i the months, February through
Aypril, together with supphes needed in thaté pertod for
locomotives ordered znd ander construction,

Shipping

The year 1941 was onc of inlense actinity for Sdmeri-
con shipping. The unprecedented nced for raw
mutertals crented as 2 resulé of record ndustrzal putpué
and the stockpiling program, required the smployment
in import trade of a much larvger tonnags volume than
had been uvsed 1 recent yesrs. At the same tume,
exports 1o the Biitish Empire and Egypi—in soma cases
ot miatched by an equwvalent import—alse smployed
an extremely lovgs tonnds.

Mneh of the shipping to the United Kmgdom had to
be handled by British and Allied bottoms, for nntl 11s
revision in Woveraber, the Neuteahty Aect berred
American tonapa from combat 2ones, This irsde,
aleng with oihar war neads, made it necessary for British
botioms to contmue to withdraw from therr normal
hartha in the Pacfie, thus creating a further shoft in
tha disposition of American shipping by inereasing its
load throughout thok whola far-flung aves

Indesd, becavse of interrelstionship of EBritish
and American shippivg reguirements, it is imposzible
tor congider tha probiome of the one merchant flact as
baing sntirely seperuts from those of the other  Thos,
the logees from enemy action suffered hy Enghsh ship-
ping in 1940 and 1941 wero generally veflected in the
raquiremenis made upon Ameriean tonnage,

Within the yoar, the asbove factors areated » noed for
ghipping that could noi be completely and readily
satizfied by American and foreign trade  Hence, after
vhe firsh gquatier with shipping facdibies ncreasinply
scarce, Government intervention was required ko assure
the most efficient and desirabla use of the avaiabla
tonhage,
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To this end, Congress passed the Bhop Wonnnts Ach
in July, This provided that Amencun or foeagn ships
wluch served opproved trade routes, carried vital
cargoes, and charged reasonoble freight vates, would be
issred warrants pgranting preference in loadmg, dis-
charging, lightering or storing of cargo, procurement
of bunler oil and coal, towing, dry-docking and repairs.
The Maritime Commission, in admimstermg this act,
wn:d thus able {o give effect 1o slipping prioritiss o=
neaded.

Active Marhant Marine Lictle Changed in Sfze.

The United States Morchant Marine availahie to
meel 168 share of the pressing demands cullined above
iotaled approximately & 700,000 gross tons toward the
end of 1841, aboul the equivalent size of that at the
oulset of wor i 1339, This was the case despite a
dacling in the lmd-up ionnage from 1,450,000 gross ions
in September 1939 to 159,000 ftons in Soptember 1941;
and the completion of construetion of 1,068 000 gross
tons durmg the same period.

Table 28, —American Steam and Motor Merchant Vessels of
1,08 Gross Tong and Over, Ssptember 30, 1939 and 19411
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These latter chanzes, which ordinanly would have
exponded the #ctive merchant fleet, weore offset by
two devclopments. A very substaniial nomber of
ghins wern transferred to British nnd other foreipn
registess TUmuled Siates ships dasiving to operate in
belligerant areas, for exampls, often franeforied to the
registry of Panams, Al the saree time, the Army and
the Navy acquired a congiderable numbor of merchant
ships for their cwn uze, particularly those built under
government subsidy in recent yesrs By
September, a total of 1,250,000 tons had beon shifted to
the srmed forcas.

Of course, the outbreak of war in December operated
to reduce the size of the active merchant marina as
the Army and Navy took ovar additronnl toonsge.

Shift in Trade Routes.

A zhift in the trade 10utes upon which the American
Merchant Maorioe wns emploved first appeared in 1940,
The trends then established were largely continued
throughout the first 3 quartars of 1941. But repeal of
the mms embargo early in November and che outbreak
of war in December undouhiedly brought some modi-
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fication, theugh data are not publicly avalabls to indi-
cate the extent of the change.

In general, tonnage employed in moving goods to
snd drom Burope {mcludmmg the Bntish Tdes) hod
declined wery mmkedly by the end of 1940. This
trend was continued through the sarly part of 1941,
though soma slups sventuslly were made arailable to
tbe Britich by this couvntry. Om the other hand, the
incresse in lonnage employed te South America,
Africe, and the Far East, wes further extended through-
out Iast year. In port, this latter movement was

e 25.—pAmerican-Owosd (Government and Private)
and Motor Merchant Vassels of 1408 Gross Tona
and Omx Engaged in or Aggghed to Octan Trade
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mede posgible throurh withdrawing ships from eosst-
wize and interpoastal reutes and adding them to the
foreign service. The foreign seavice tonnage wag ex-
panded 51 pereont in the 2 years ending September 30,
1241, to & total of 3,385,000 cross tons. The heaviest
dechne appeared on intercoastal routes, the million
tons employed in September 1939 having been cut
two-thirds by Scptember 1941. Emrly in 1942, inter-
coustal trade was ehminaicd altogether.

The addition of newly consiructed ships also ex-
panded tha tounage in foreign serviee, though not o
small part of the new merchant tonnage in 1941 went
to the srmed forces, and zome went to Great Britain,
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The vast shipping program underteken in this counbry
je get forth in more detail in the section on industrial
production. BSuffica it to repeat here that the 1941
output of approximately 750,000 gross tons, while
almost deoble that in 1940, was litlle more than an
eichth of what the President had requested for 1942
The program a8 it exiated in the beginning of this year
celled for production ot sn annnal rate of 10 mullion
gross tons by the final guarier. Output in the final
quacter of 1941 wos ab an aunusl rate 1n excesa of 1.1
million gross, tons, but this figure is misleading as the
production in new incilitics was so thmed 2a to result in &
vary large increase at the first of 1342,

Maziminn Fraight and Carge Rates Batablizhed.

Freight and charter rates had reacted strongly to the
hepvier shipping demand and increpsed costs during
1940 and early in 1841. Howeveal, passage of the Ship
Warrants Act io mid-1941 previded the Maritime Com-
ntission with the means of setfing maximum chages.

Thiz the Commission proceeded to do in the case of
charter rotes for both carpe vessels and tankers. The
latest reviston—effective as of January 20, 1942—pro-
vided for & materiel roduction  Whereas the maximuem
time cherber rates previously in effect wera bnsed on
F4.50 per Jeadweight ton (with varistions for different
weights and speeds), the new scale 18 based on $3 25 per
deadweight ton

Moreover, in order that freight rates might conform
approximately with time cherter rales, sll occon freight
robes, save those recently approved by the Muritima
Commission apd those wnder the jurisdiction of the
Interstate Commerce (Momrnission, were ordered fo be
sdjusted to the rate lovel existing as of September 1,
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1940. However, provison was made for the addition
of purcharges, where required, t0 cover increased op-
erating expenses which conld be ghown, to have vccurred
since that date. Sore idea of a shifi in fraight rates
may be cobtaincd from the Mustrations prasented in
table 21.
Motor and Alr Transportation

Operations of motortroele carmers resehed Tacord
valumes in 1944 in response to hige transport demands
penerated by war expansion. Tonzage of vevenus
freight, trapsported by class T intercity esrriers duering
the firat 6 months of the yesr excoodad that of tha
compurable 1240 pericd by 30 percent. The sirong
sacular growth of the wockwg ndustry cootinuad
durizg this perind of rapid giowth in general traffic,
the rise in truck tonnage compammg with an jnerease
of less than 20 percent in railroad carleadings. Tha
industry thus made n large cootribution toward the
over-ail snecess of the Nation's {ransport aystem during
the yenr. Aboub egual gmns were reported for mier-
city and local casriers, Half-year operating revenuves
of intercity carriers were 30 porcont higher than in
1940, while those of lecal carriers were up 27 percent.

(Nass I motor cerriers of possengers roporied an
meredse of 30 petcent In revenuss and of 33 percent
in the number of passengers carmed for the frst 10
months of 1941 over the corresponding period of 1940
Travea] to and From Ay contonments gnd the inteynal
migration attending the establishrnent of oew defense
centers s cloarly reflected in the stafistics by regions
The soutleam region, for exemple, registered an incrense
of 37 percent in operatmp revenuea for the first hall of
1841 over 1940, comparad with an ineroase of 22 percent
for the Nation s a whole. Similariy, {he southwest

Table 2t —Oxwan, Fraight Rates in United Stazes Foreign Trade
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region seored the much Jarger than average gain of 34
percent.

Air transportation taxed the avsilahle resovrses of
the industry to the full during the year. Exprase
canied exceeded the 1940 total by nlmost 5¢ percent
and reached o new record volume of 2 million poumds
at the seasonal peals in Baptember.  Meors than 4 million
passpngers were parried doring the yeer as passenger-
milga flown exceeded tha 1040 totel by almost 38
percent. Even thess gains wore less than those which

Figuie 26~Pacsangar-Miks Flown and Erpress Carried by
Scheduled Adrilnes Ia the Gontinental Unlted Statay
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would bave been possible, however, had the sirlines
had sufficient equipment. The war demands on sir-
eraft production limifed the ability of privata lmes to
obtain naaded equipment vary seriously.

Comanunications

A 1941 merense of nearly 2 million telephones ove
the number in use at the end of 1940 is indieated by
reports filed by larga enrriers with the Federal Com.-
munications Commission. This increase—the laigast
aver recordod—brmgs the estimated number of tale-
phones in =zervice m the Unifed States to well over
21 milhon. Operating revenuss of 94 major earriers
for the first 11 monihs of 1941 amounied to 1,305
mullion daliors, an meresse of 10 pereant owver the
comparable period lost yonr

Widespread mmprovement m gengral business con-
ditions was fully reflected in operations of tha tale-
graph industry during the yeor From an approxi-
mately brapl-even point in 1940, the industry moved to
1 substantial over-all profit for the first time aince 1936,

Operating revenues of the threo ielegraph carmors
reporting 1o the Federnl Communications Commission
smounted to 123 miltion dollars for the first 11 months
of 1921 compared with 108 omllion in the corresponding
peaiod of 194¢.  Opaating mceome was up more than
55 pereent nnd resulted in o het wcome toial of 3.0
nullion dollars for the 11-month pertod compared with
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n dafirit of 50 thousand dollars in 1940. Duplication
of ervicaz end ercess fogilities still provail in the indus-
try with only one of the two major earriers showing a
profit. for the year. Fostsl Talepraph contmued ab a
deficit while net income for Wastern Union amsunted to
more then § million dollars during the period.
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Employment and Working
Conditions

The problem of wnemployment—perhaps the most
serions facing the cecomomy for tha last 11 years—was
Inzgely diszipated m 1941. Tnder the tremendous
demand penstated by the war program and tha conse-
quent rise in consumption, employment rose during the
vear by approxunately 3 millions, ceesing upemploy-
ment (as measured by the Work Projects Admumiatra-
tion) t0 be reduced to less than 4 milhon.

At the seme tame, the real meome of the wndividual
worker expanded despube bigher limng costs.  Average
hours worked per week were higher, while wnge raics
roze 40 an unusual degree. Thia latter development
waz accompanied by e marked inereasa in the number
of mdustrinl dispuies.

At the year end, 1t was clear that the task of puttmg
the total lobor force to worlk wos to be superseded by
the problem of findmg sufficient labor for the work to be
done. The arms program of 1942 and 1943, plus the
expansion of the nrmad forces, is expected to tax the
Iabar fores to the utmeat. Meanwlule, an even move
pressing problem 1 the tramning of workers for tha lorge
variety of ekilled jobsrequired by on armamont evonomy.
In this Tegard, the sxperience gamed in 1941 was ex-
pected to be of material bencfit.

Laxge Incrense in Manufacturing Employment.

Altogether, total smployment (excluding the mimed
forces) rose to a lewed of 4.5 millions in Decambar 1941,
Wage and salary employment in avil nonagrienltwal
petoblishments (sea table 22) increased ashoui 28
millions, to 4 total of 34.8 millions in December. The
larger output of agricultural commodities in 1941 was
achieved without apprecieble inerease in the aumber
of farm workers,

Manvfacturing eatnblishmentz added the laygesk
numbar of workers during the vear, such employment
Inereasing nbout 1.6 millions. Durable goods industries
aceovnted for 1 milhon additional wage earnors wth
particularly heevy gains reporiod in the war industrics,
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mduding machinery, However, the increase in em-
ployment reported by other hnes was alse sizoble, o5 ie
shown In table 22.

Firbually all of the nge 1o employment was renlized
during tha fivet 9 months, the only notekle moresses
the final quarter eccurmng m trade boes (chiefly a
seasonil movement) gnd in the Federal civihan per-
sonnel  Indeed, when wiewed m the spmiegate, the
movemeni of employment subsequent to September
would eppear to have been largely saasone! in charaster,
exceph as constrouction declined less than expected on &
sepsonal beas, Durmg the fourth guarter, dursble goods
meaufocturing wdnstries added only ohout 70,000
wage enrners, wheress in the precedmg 3 guarters an
additional 940,000 workers had been placed on the
pay rolls.

Tahle 22 —Estimated Employess of Civit Nonagrlvuiteral
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This deocline in the rate of increase in employment
has been explained ahove es resulidng from shotbages in
key raw materials which made rapd expuasion in out-
put imposmble to achisve, Nevertheless, wadespread
changes were ocomrring in tho pattern of employment
dvring this whole penod. Production of finished
armnment and coremodities necesary for the essentisl
cepital formation cornecied with the armament pro-
gram continued to neresse, while the output of a
ntimber of consummer dizable goods dechined muzkedly.
These chonges were, of course, reflested 1 the em-
ploymont statistics, though the decling in employment
In mosk instances was not in proportion to the reduction
of cutput. For example, in the automobile industry,
despite o substontial 1aduetion in production employ-
ment wag maintawed at o fondy high level by moans
of steggering work

The extent to whieh eraployment continued to shift
0 war production is ravealed in table 23. In the
fourth quarter, s total of 5 3 rullion workers (ineluding
those in all stages of production) are estimated to have
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been working oo wer ocutput; whereas, the thord-
guarter avarage was placed at 3.8 milhons.

As compersd with the fourth quarter of 1940, war
cmployment a year later had incerepsed more than 8
tames. Most of the advenea was in manafpeturing,
where 1 the final guotter some 3.8 mulhon Iaborers,
or about theze-tenibs of totel mamudzcturing employ-
ment, were engaged on war work. ‘The largest pro-
portion of the total labor force in any one gemersl
category devoted to the war offort was n conséruc-
won. In the fine! months of tha year K thousand
out of a tolal of 1.9 millions of such workers were
employed on war projecte.

Tabla 2 -=Estimated Employment in War and Civillan
Preduaction
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Empioyment developments in the last quaricr of
1941 were mdicative of the vost transformation of
civiban workers mio war workers that will be carried
forward this year in pursuanca of the War Program.
The diversion of praducts and sevvices from civihen to
military uses, ba oxe means of effecting such transforma-
tion, will greatly mncremse. Civilian plants are to be
converted, together with ther working forces, to war
vatput A host of workers wall be employed in war plants
now being rushed to complebion, and others will he
bwlt. Stll more workers will be needed to mcicase
second, third, and rotating for relief) shifts, mn order to
actomphsh uninieriupted operation of both new angd
souverted war plants.

The Bureau of Labor Statistice has estimated that
smployment in the production of war goods and services
will need to approxamate 15 milhens by the fourth
quarter of thos year. Combined war and eivilian pro-
duction at that tume will require, it 18 indicated, an
inevense of ahout 1,9 mlion worlos in manufacturing
wnd mining over the December 1941 total of 13.9
millionz. Other incregses apgpregating about 400,000
wil alzo be required in construelion, fransportetion,
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public wiihities, the service ndusines, and m govern-
ment personiel. These asimmates sllow for the cavihan
sartailment necessary to dorort maderials and cobvert
plants to war output.
As a parthel offset to the mersased aomployment
requitements reviewed shove, a reduction of more then
00,000 15 behered probabic m trade employment
A decline of 500,000 {0 1 million mey also occur durng
the yenr in cther emplovmont {appreximoting 147
rullices—npol shown m tables 22 and 23) comprising
{arm workers and the nonagricuwléwial group that in-
cludes proprictoas and firm members, self-smployed
pereong, casual workers, and thess in domestie service.
Notwithetonding these offsets, with the tonfinued
meraaso in the apmed sorvices, the combimed additienal
demonds upen the Nation’s lnbor foree this year may

Fignra I7. —Eatlmnted Nunnz.rﬁculmrﬂ?ﬂ n.}gri:ultural Em-

mmm OF PERGOMNE

o

1l

ABRICHLTUSAL EM POV aafnT

MORAGH TN AL EaFLrT HEHT
[ e = T L T

L

Trormpluyment, ﬁ%
mﬂmﬂm

Unemploymsal b

oral Empr.orm g. A Dﬂ[mﬂllt o
U 5. Daparknoedt of
BI‘-M mﬂﬂl‘l‘mﬂ?ﬂl‘tlfﬂr l'ld-] I‘.CI:I'NB:I:I
Doy oy LA
T 8 Drparbomos of Coromoores

apnroach 3.5 millions. Looking forward to 1943, as
employment in war production naxh year advaness and
the armed services preswmably are expanded further,
another substantial increass in requitements is antic-
ipated.

The Nation'zs reserves o meai these labor meeds
include, first, about 4 mllion vnamployed workers.
The natural increase in the population of working age,
morzover, will approximate 1.1 millions annually,
Under normal conditions, about 600,000 of thass would
not enter the leber force or would retire frem it, but
this proportion may be redused by the unusual labor
requiretents in prospect. In addilion, considerable
nizmbers of the nonworkers shown in tabls 24 probably
can be induced to join the labor force. Labor reserves,
it will be moted, consizh very largely of women. A
higher proportion than at present of women, drawn
both from the unemployad snd {from nonworker groups,
svidently will need to he ampleyed during the wor
period.
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Table 24 —Estimated Unemaployved and Nonworkers
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Houres Work Frojects Adrunriiibon

Labor Training and Migmticon.

In order t¢ overcomse possible Inbor sheitoges m
this and the ensuing year, the Nation's labor 1eserves
must be efectively translsted into gualificd worlers
employsd where they are ncedsd most, and the task
appears g0 fremendous as to Topresent virtual mabelize-
tion of labor. To provide workars for war production
will mean the placement of over & millions during the
coming year, and probably a8 mony more in 1943,
Vast numbars wall require 1miensive teaming to fill war
production jebs, even thoogh war industries are granted
priontieg to obiain the necessary sliills, s well as to
zhift onto civihian industrier a2 much ez posatble of the
burden of absorbiog new and inexperienced workers.

Nor does responsilality for labor supply siop with
the war indusities, for the maintenanee of reduced
civifran output at tha beat levels permitted by aralabla
plant eapacities and materinl supplies will be 48 essential
to the war affort.  Labor iraning iz indicated, therefore,
on & acala far surpassing the very creditahis accomplish-
mentz of the post vear, when several mullion workers
were enrolled i trning proprame, mosé of them within
industry itself. The necessnry mobility of labor, besides
extensive training, will also involve the movament of
workers and family groups between locelities in un-
precedented numbers.

Hours and Earnings

The labor requiremenis of factory production in-
creased abont one-fifth owver the past 12 months,
Besidez amploying 15 percent more workers, these re-
quirements wers alsn met by working longer hours.
The average for zll factory woge earners increasad
about § percent (2 bours). Since June, the nverage
work week appears to bave besn stabilized around 41
hours. Imcluded within this avernge, however, over-
time up to 50 hours has for many months been a fea-
ture of suchk derable geods industries as iron and
steel forgings, foundiy and machine-shop products,
machine tools, engines end turbines, aircraft, and
shipbunilding.  Although longer work hours may fre-
quently be necessary to carry ouwt the War Program,
extremes of overtime generslly refleck the failura to
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adapt preduction methods to the Iabor skills avmleble
{thongh this is not alwaye possible), inadequate plant,
industey, or local fraining programs, or raluctance to
adopt multiple-shuft operations—all largely dependent
during the past yesr upen individual managanent
initaative.

Hieh operating rates, greatly wmproved buamess
profils, and the active demand for labor, coupled with
the 11=ng eoat of hving, provided the besis for the large
volume of mdustrial disputes during 1941. These
were coneerned ehefly with wage advences. Reeogm-
tion snd union secunty were also nnporiani 1ssues
though lest =0 than in other recont years. Strikers’
idls tima more than tripled for the yenr as o whole,
compared with 1840, but smounted 1 the aggregats
to approximately one-third of 1 percent of the total

Figure 285-—Wape-Rate Increases In Manwfactering In-
dostriss
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gvailable work time. Indmairial stoppages declimed
sherply to low levds at the year end, howaver, s em-
phasis was placed on the avoidancs of strikes and plans
were adopted for a War Labor Board to detarmine
contestad, issuns.

Moanufaetnring poy rolls rose throughout the year,
and by Ilecember wevs neavly two-fifths shove the
level of 12 months provievs. The expansion i em-
ployment and ineres=e in the average hours worked
per employee accounted for somewhat more than half
of this rize. Sevaral fostors are imporiant in explaining
the greater inerease in pay rolls than m mean-heus,
Over twwo-thivds of the expapsion in man-howrs oo-
curred i the dursble goods industries, which normally
P4y ebove aversge wage xates, Overtima, nfso con-
cendrafed in the dursble goods industries, involved,
of cowrse, the payment of premiums over straight-time
zobes. Many workers, moreover, wers upgraded to
mors I!iiﬁr:.ult jobs, and to correspondingly higher enm-
Pensation.

Wage advances, the result of economic conditions
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broedly favornhle to higher pay rates, also coninbuted
importaniiy Lo the larger labor veturns. As indicated
by figura 28, the incresse m wage rates became geperal
during the last 9 monilis of the yesr as ahout ihres.
fifths of the workers cngaged in manufachwing re-
ceived an everage advance of 8 8 percent. In Dacem-
ber, raalroad Iabor was awarded an average pay Increaso
{made ratroactive 1o posb to Septembo) of 13.9 porcent,

Attogether, the avernge poy eovelope in the menu-
facturing industrics was 20 percent lmrger eompered
with the prewous Dscember, but only helf of this
rapresented & gain in reel income, because of the 10-
percent rise in the cost of Living.

International Trade and Finance

As with o1bel aspects of the Natwn’s economic life,
the internntional t2ade and financial position of the
United States dunnz 1941 was determmned chiefly by
the country's transition ¢ & more complete wor
eoonomy.

{13 On the hasis of stotwsiics covering the fivst 11
months, importa increpzed sharply m 1943, compared
with the proceding yenr, while the rise 1 exports was
of std greater magnitude, leaving s excess of expoits
somewhat larger than in 1940, Thi= excess was very
different in sigmficense from the fanular sxport surples
of pre-wor years, however, and the abnhity of foreign
countnes 1o pey for the oxeess became a question of
dimipshigg impo tanes aftsr the lend-lease arrenge-
"ment was catablished

{2} The infow of capital from abroad wto the Umtad
States, which had proceeded wilh only shght inter-
ruption sinse 1024, gove way to o capilsl outflow in
1941, The net movermnent was small sompared with
the maszive capital tisnsfers of other recent yonre,
but by the end of 1941 the special type of “capital
export’’ represented by lend-lease assistance to other
countries had bagon 1o assumes subsiantinl proportions.

{3} Impotis of gold, which had besn carvied to ever
higher records by the flow of capital to this countbry,
declined malmiadiy in 1841,

{4) Governmont conlrol of farsign frade apnd othar
transactions, initiated in 1940, waa greatly intensified
in 1941, a3 old mensures wero strenpthened and new
megaures were adopted. By the time of the Tapanesa
attack on Pearl Harbor on Decembor 7, the machinery
of economic warfare and eonirol left little 1o be added

Merchandise Trade

Continued Expansion in Forelin Trade.

United Siates foroign trade, domunated by war
conditions, shawed o further substantisl ineresse in
1941 following that which bad already occured in 1940,
Trads etalistics for the last month of 1941 hed noi yet
bean rolepced at the time of thiz writing, but it is
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unlikely that they would matenally elier the general
pieture provaded by the figures for the first 11 months,
durmg whiclh exports totaled 34,492 000,000 and m-
porls $3,002,000,000. Experts inercased by $789,000 -
000 and §1,683,000,000 compared with the correspond-
ing penodsin 1940 and 1930, respectively, whila imports
rose by §630,000,000 and $031000,000 on the same
basis of eomparison

Tha upward movement in exports became periicu-
larfly marked in the latter part of 1941, the monthly
averags rising from $348,000,000 in the first half of the
FeaT to more thon $400,000,000 1 the July-Novanber
period.  During the first & monthbs the rise in imperta—
which hitherto had reasted relativaly slowly to the
war—tended to keap pace with or evan exceed the
merease m exports The rapid acceleration in outward
shipments durng the Intber part of tha year, howerar,
carried the export surpluz for the full 11 months to
$1.400,000,000, compared with $1,331,000,000 and
$728,000,000 for the coiresponding perieds of 1940 and
1938, respectively.

Table 23.—FExparts of Daited States Merchandizss—War-

Related and Other Commodities
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In view of the rse in world prices, the merease in the
physical volume of trade in 1941 was less than that in
doller values, bubt comparizons on & quantity hasis are
rendersd difficult by the choengmy composition of
exports and imports. Strategic materials made up =
larger shera of imports in 1941, winle miliiary suppliss
and other war-related tems assumed increased impor-
tance among exports.  There was also a rise in the ex-
port of agricultural foodstuffs, particulerly in concen-
trated forms possessing high nutritionsl value and
requiring less shipping space than oiber forms. These
trends are shown by tables 25 and 26 which, as for as
1941 is concerned, cover only the first B menths of the
yoar. (All of the following trade analysis for 1941 is
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alao necessanly based on ¢ months’ figuies, inasmuch as
later date by couniries vnd by comrnodities have not
baen released.)

Reflecting the epread of the war and the devalopment
of Tmted States foreign policy, the geographic distmbu-
tion of foreign trade in 1941 was cheyneterized, on the
cne hand, hy an intensification of exchanges wath
friendly and Alled nations and, on the other hand, by
o further reduction and, nlamataly, cessation in deal-
ings with the Axis powers and aress under thew
domunamon.

Exports to continentnl Europe amountad to only
117 500,000 during the first & monthe of 1M1 agamst
$530,500,000 for the same period of 1040, while imports
from that area similady declined from $1%3,700,000 to
$105,700,000. Most of the decrease mn trade =ith thie
area, however, bad slroady oceurred in the second half
of 1940 after the (armsn victories in Wastern Europe.
In thia repard the restrietive efiects of the British
blockade ware subsequently reinforced by the develop-
ment of Tnited States axport control, which had as one
of its puneipal objectives the prevention of shipnenta
of eszsentinl maderinls f0 Ams countries, and by the
treemmg of forsign-gwned dollar asssis, & pohey first
apphed to the occupied countnes as they fell vicum to
Axs sgmession bub extended on June 14, 1MI, to
Germany aad Italy themselves 45 well as to s}l the rest
of continental Europe.

Trade with Japen bad slso begun io decline 1n the
closing months of 1940, presumably reflecting the
influence of American export control measures. This
decline was sharply sccelerated in 1941 and on July 28,
following Japonese oceupation of French Indo-China,
trade was brought to a complata standstll by the
Exvcutive Order freezing Japan’s dollar assets. On g
f-month basis, therefore, exports to Japan wera valued
at only $58,000,000 and mmports from Japan at $75,800,-
U003, compared wath $165200,000 and $104,300,000,
respoctively, in 1540,

Rise in Shipmwats to British Countrles.

By contrast, trade with virtually alf major s1eas angd
countrics other than continental Furope and Japan
registered substaniial meresses in 1941, The most
notable rise was in exports to the British Empire snd
Egzypt which, for the first 9 monthe of the yens in
question, had slready inereaged {rom %810,500,000 1
1939 to $1,486,800,000 in 1940 and rose further to
§2,227 600,000 n 1p41. Tor the same 9-monih
periods, exports to the United Kingdom alone grew
from $370,500,000 in 1939 to $698,200,000 1n 1940 snd
to  $1,024,200,000 in 1941. Similarly, exports to
Cannda rose from $335,500,000 in 1939 to $511,600,000
in 1940 and to $675,300,000 in 1941.

The Inrger shipments of military equipment and
related supplies reflected in thoese increases also carried
exports to Egypt from $14,700,000 in the fires three
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quarters of 1940 (o $132,400,000 in the conesponding
period of 1941, whils shipments to South Africe 10se
from $70,300,000 to $124,600,000, Exports to Oceania,
principelly Australis and New Zealand, expanded only
moderntely from $71,700,000 in 1040 e $77,300,000 in
1641, on a B-month basis in ¢ach case, but stupments 6
Briticsh aress i southern and southeastern Asia—
incleding British Indis, Ceylon, Burma, Hong Kong,
Figure 29, —Valat of Experis of United Statta BMerchandise
by Selgctad Commadity Groops
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sud British Malaya—grew from $79,500,000 to $142 -
300,000. With respect to other countries in this area,
exporis to the Netherlands Indies and the Philippine
Islands plso increased substantially, but those o
Thatland and French Indoching deelined, perficuladly
sfter the Intter wns oceupied hy the Japansse in Jidy,

The increase in exports to the British Empire re-
flected chiefly deliveries on orders placed by the
British out of their own dollsr resources, derived Iargely
from the sele of gold and investments in this country,
The depletion of these rosonrces, however, lod te
bassage of the Lend-Lease Act on Mareh 11, 1041,

LEL Ly o -
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under which thera has beon effected a prowing velume
of sxporta procured and paad for by the Umbad Statos
Governntent Lond-lease shipmenta through Novem-
ber 1041 totalad $595,000,000, of which the major
portion was sent to the British Empive and Egypt,
althouph shipmenls were also mads to the other major
fighting froniz or ihreatened areas While lend-
loase shipments were smafl by compalison wilbh iotal
exports to these areas and with lend-lease approp retions
amounkmg to $12,085,000,000% they have shown a
marked growth from monih to month and, as dehvarics
ok oid British ordars ara conzummated and the reees-
sury gap between appropriation and finished product
under the lond-lease propram is bridged, they may woll
be expected fo constitnte the major porten of the
export trade 1 the noar future.

Table 26, ~Irports for Congomption, by Econoimnie Classes
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Increase in Exports to Lacin America Limiced by Shortages.

While the value of exports to Latin Amenct has
grown substentinlly sinee the outbreak of war—rising,
en a Y9-month bame, from $422.500,004 m 1839 to
%579 600,000 mn 1940, and $661,500,000 in 1941-—part
of the increase, particularly m revent months, has
reflected a rise m price rather than m quantity. More-
over, the increase has served to replace only a part of
the large volome of mndustmel and consumer goods
praviougly furmshed to Latin American counirtes by
Europe. The virtually complete ehmmaton of the
latter 88 o source of supply—excopi for s reduced
voluma of shipmenis from the United Kmgdom-—woeulkd
have rasylted in a far greaior increase n Umted 3tates
exports to its southern neighbors if this country’s wor
production program had not levied such oncimous
demends on ile plant capaeity snd materal resources.
"+ tneluding the 10iml Jand-Trse appropsation of 97,00.000,00 on Mardh 27, 1011,
Bl th dacood bopd Jonsg spywoTTbn of FLISS000000 o Dobebar 3 131 Ko

additam, siher opprepnzivo mesiie fotted duGeg 10 iduded Nonds doleling
sormg 4,900,000 whaeh wnplst be nssd 1ot Tond levsn parmineng
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The constently expandmg scope of this program,
hewever, has requred an increasingly stmict cxpott
control, the effects of wlueh havoe necessanily been felt
most keenly by those coubtries whose defonse needs
hawve appeared less mmmedinte An original list of
commodiijes snbject to czport heensing requirements
became effecave July 5, 1iM0, and was steadly ex-
panded thereafier. Fellowing the Japanese attack on
the Umted Stotes wn Decernber 1941, the contral was
made applicable to ihe snhre export trade. The re-
strictive effects of exporl controt have been intensified,
moresvor, by the pronties granted defense produstion
m the use of esscntual materials

The threatened dislocation to the economie life of the
other American repubhes resulting from the cutting off
of Evropenn supplica has been of great concern to the
United Stotes, and specis! offorts have been made to
mact then most essentin] needs. Ae the demands on
our prodvctive capoaty multiphed, it became neces-
sary to undertakas broad survays of total requirements—
both domestic and foreyrn, mulitary and eavilian—of
cach corvmodity m short supply and to determine on
this basis the amounts that could be alloeated to mest
the requirenients of other countyiss. *

Trade with Latm Amenes has nlso been strongly
afiected by the freezing of Europedn asgets, although
I this ease the sffects relate not 50 much o the total
volume of trods as to the eonditions vnder which it is
condusted. The fraczng orderz apply in principle {o
German, Jtalian, nad oiber Evropean nattonals avery-
where, including thoss in Lotin America where thay
have long taken a leading part in commerce and 1o-
dusiry. To cembat Lhe pro-Axis activities engaged in
by many of these puriies, the Government announced
on July 17, 1941, o “Froclaimed Last of Certain Plocked
Nationals,” consisting of some 1,500 firms or porsons
aganst whom the contol measures weare b0 ha fully
enfarced At the same time, in order that legitunasic
commerce might oot sufier, the Treasury wsued a gen-
el lcense agthonzng payments for ordmary trade
tronsactions with nationals of blocked covatries whose
names weae nod gn the hst

A number of supplements to the origins] Proclaimed
Last have since been jsaved which, while making some
deletions, hrought the total ot the end of the year 1o
approximately 3,961 names  Inciuded in the total are
some 720 Japaness firms and individuals, added after
tha Japanese attack on the Unided Siates Prior to
that time Joponese 1h Latin Americs had benefited by
tha general license mentioned nbove, despite the exten-
sion of tho free=ing srdera to Japan on July 26.
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Heavier Importa of Scrategic Matorizla,

The increased mdustrial actrvity in the United States
in gcombwation with o progrem of stockmling stratapic
matarials, produced & morked expans:on in imporis
dering 1941. In zemeral, those couniries receiving a
larger volume of shipmenés from the United Stotes
meregsed the amount of goods they sent bere. The
chiel exception to tus ruls was the United Kingdom,
from whick imports declmed from $121,000,000 in the
first three quarters of 1940 to $101,200,000 in the same
period of 1941, The latter tota), however, was ¢on-
siderably higher than the corresponding fignre for 1933
sod only sbghtiy less than that for 1939.

Figure 3.~=V¥aloe of Impores Into the United States for Con+
gupiion, by Economie Clisses povd Contnents
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‘The most significant mport sdvanee durmg 1941
oceurrad in trades with raw-material prodneing ssuntmes,
For the first § months of ench year, imporiz from
latin Awenes rose from S$432,500000 in 1M0 to
$767,800,000 in 1941, the balance of trade with that
ares thereby shifiing to an exeess of imports. The
unports from southern ond sovthesstern Asip wn the
firet, § months of 1841 were valued at $640,000,000
compared with $501,100,000 in the seme peried of 1940,
and wera mora than dovbis the covasponding figures
for 1928 and 1939, ‘Thie trads, conssting largely of
rubber, tin, burlap, jute, and hemp, was serioualy
threatensd by the spread of Japenese aggression in the
South Pasifio during the Iaet few weoks of 19412,
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Notable inereases were also recorded i imperts
from Conada, which, on & 9-month basms, rose from
$301,006,000 wm 1940 to $391,300,000 in 1941. Simi-
loxly, imports from QGceeania, pnncipally from Australia,
grew from §$22,100,000 to $119,700,000 with wool
accounting for most of the incranse.

A& ih the case of exports, the Government has found
1t Aecessery to excrcise an wncrsasing degres of influencs
and conirol ¢ver the mupoit trade as the war has pro-
gresmed.  The first step taken wae the stockpile pro-
gram, desipned to ineresce mports and acoummulats
reserves of strafegic and crtical matersls for whick the
United States 1z largely or whelly depandent on foreign
sources of supply.

A very small beginning 1 buwlding up stocks of es-
sential matenais hed alrendy been made under the
Strategic Matenals Act of June 1939, hut it was not
until & year later, followmg the collepse of Franes,
that legislation was adoptad authorizipg the Heeou-
strgetion Finance Corporation (o embark on a large-
scale progism. Through September 13, 1041, the
R. F. C, scting through thres subsidiaties established
for the purpose, had aniered mto commitments totaling
mara than $1,150,000,000 for foregn madenels, melud-
ing robber, tin, sluminug, sopper, tangsten, Manginese
ore, lead, chrome, antimony, zine, cork, nitrate of soda,
juta, wool, sillz, and vanaus other commedities. Whale
aetual deliveries of the various items were considerebly
less than the fotal amounts contracted for, receipis
under the B. F. C program, together with those by
other Goveinment agencies, have accounted for much
of the rise in total imports. Virtually the entue inport
irade in strategie and citical commodines, moreover,
now fulls under Government control, either mdrrectly
through contracts covering the principal sources of
supply and priorities regulations in the use of the ma-
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tenjals, or directly through orders restnoting wnpoits of
specified items to Govanment apencies or firms scting
on their orders.  Bubber wae the first commodiiy sub-
jected {o such direcl conirol, ellecirvo June 23, 1241
T, silk, and hemp were similarly sifected shortly
therenfter, and an Decembar 28 an addifional lst of
13 stratepic materials was announced.

The task of moving thoe greatly mervased volums of
rew matenal mports bas also mado 1L necessacy for
the Govermment to assume contral eve ocoon ehipping
1 order to pive preference {o the most valal empoes,
While infermal a1rangements had alveady been m effect
for eoms tmme previously, the Slnp Wamants Aet of
July 14, 1941, gave the Maritmea Comnussion authourty
to establish & formal contiol, 1mplemented by the power
to give precadence in the use of havbor facihires and
otlier serviges to vessels and ship operaiors cooperatings
with the defense program in earrymg the most vigently
needed carpoes Tlis control may also be exercised
with respect to export ts woll 95 impoit movoments

Gold and Capital Movements

For a numher of yoais gold and capital movernonis
hove been incressingly determined by the evstoncs or
untninense of war ang inerensingly aubject to the noees-
gities of war finance. The donmtmanes of these forees
became efronger than sver in 1941, but the cumulaive
effects of war devalopments produced major changes
in the trends which had lntherte provatded. Most
notable among these changes wore tho almost complate
andd to the tuansfer snd sale of foiozn gold 1es00ves Lo
the Tniled States and ihe begnning of a substantial
outfow of Ameiican capital abroad, thus 1eversmg the
hezvy movement of pravious yeais toward this countiy

Gold imporie pricr 1o the outhreak of the war n

Table 37.—Exports (Including Feexports) and General Imports, Showing Eharn of British Empirs, Lato Amarjes,

Continentzl Burogs, and Cher Aee

[Valum o mulloee af dolkwrs]

A ——————
Bntuﬂﬂ?ﬁpgmmd Lptag Amirwen | Cunlinental Eatape ¥ Othor bong
Toried Totel value
Feroeni of Traroont of Forconk ol . Ferconl of
Value total Valun Toel Volus total Talun Lotal
Yﬂ LAMATS, IGO0 RECTIOKT
r
TS, e a - ar - 1,508 £ 4% 3 it 1 b TG -} i 473 Ao 4
1839 e mam a um e = - R EHB! o7 0% 2 wa T 42 AT 130 anta
-'ltnl?&w't - - a- - - 135 o og vl 8 A Ll ] %5 T 120 &, % 3
lm? ra .- - e - U s 41 2 3 L 58T D3 g 5T 0 150 BT
20, T e B o] e T BEO 3 198 320 4 20 A0 4
IHLL. . oy ar mrae om s - - - L@Te ol gL & TR 1irs EY 10 B4 NG
AETENAT 1M -
Yoour
1093.--,_ T —- - ol 8 aey 400 ¥ Mg 0 0 E- s L E: L a6 4
1&39,___ o eim tmmaroroemmm = = = = am B 3 I 544 4 HY ] 0o P m 238 1
Tin L - LLFF 193 Gt 4 M8 oy g B7 R n2 2,085 4
ﬁ.-,.. v amr me amr s - B o b L 305 M T3 ne Iy 7 e L, 1D 6
L - g 2 44 R {8 E a3 3T 0o Il o L &
Wi ... + s ememeeaee—m—miiiiee -l LINe 151 w7 8 A LT it a5 5 &y FXT
’Iﬂﬂhdln the & ey Bepnbhe, tha Cueal Zioo. snd the Burspesn seloows o the Latin Amecnansms
md:uhmm:u Y] E 0 A, bub wiludimg Turkey i3 Edropa, Gitrelber, Daitod Kingdom, I'.rolmtl, Tontand, A zorce and Biadnirs Ietaocs, and Falte, Sopg, sod ©5prs

Sonvco 7 8 Thopartmont of Cooimens



02

Ewope 1n Scpieraber 1980 were widized 1a part to
offsat the excess of merchandise exports from the Thaited
Slates bul served mofar greater mensers s o medium
for the tansfer of eapital, ehiefly private funds, to this
country® The movement became partionlarly heavy
after the Czechoslovak cnsms in 1938, During the
ehsump 13 months up to the bepmning of the war, net
pold mporis wmio the United States amounied to mors
than $4,200,000,000, while the net milow of capital as
reporied by banks and seeurity deslers to the Treasury
Drepartment totaled more than $1,800,000,000

After the confiiet m Eutope started, the Bow of gold
Lo the United Stales continved 1 even heavier volome,
net unports aggregabing $45,759,000,000 during the 16
months up Lo the end of 1944, Thes tremendeus move-
mont wos largely oceasioned by heavy &rimsfers of
povermment and cential bank assets to tho United
Stales—mainly for purposes of wor fipancing m the
case of the United Kmgdom and France, nod for sefe-
keepng 1 the case of other Eurcpean countries, Par-
tacularly in the eaily months of the wai, however, &
substantiel poriion—possibly the major part—oi the
gold flow represented the coptwnwed fight of puvate
capiinl. The net capital wmilew durng the firsh 16
montbs of the war, including both offial and private
funds, amounted to about $300,000,000, according to
the above-mentivned reporfs to the Tressury. In
addition, capital nssistance ahd adverice payments on
war orders by the United Kingdom to Arverican frms—
which may be regarded as a spewial type of eapifal
transaction—were guistanding m  the amount of
$720,000,000 ot the end of 1940 *

As the war propressed, however, the condifions nnder
which gold nnd capital had been traneferred in such vast
ampunts underwent fundamental changes. Net gold
itmporés into this country m 1941 fall to $952,000,000,
dropping below the level of current world produsiion for
the first tirne simee 1934, while the inflow of capital which
had been eo Iargely responsible for the pold shipmonts
gave way Lo 4 snbstantial outward movement.

The reversal in the eapital movement in 1941 15 partly
mdicatad by the Freasury figures for the period Janu-
ary 1 to October 1, which mdicate o net outflow of
§217,300,000. Tha size of the movament 18 not fuily
measured by these banking snd security @ansachons
datn, however, since they do not reflect the Yargs volums
of financial assistance extended by the Uniled Stales
Government to foreign counbies during the year. On
the other hand, part of the ocutflow shown by the hanik-

! & Inrgo parl of tba geld mibow 18 rocoot yoars, Loo gver, hox [ono i0bo—or boon
oftet, hy—srmorksd okl hald 10 Lhe eountey o7 octgn aepoant  Thy aropant of
mld wader cortaqrk on mrious sebeated dalos wesd #8 follows Decoimher 37, 1604,
000000, July 31, 1085, 3000, 00800F Agmet 31, 1090, §1,535413,000, Deommber 51,
1N, §1,108,004.000, December 31, 1940, $1800, 5000, Docomber 31, 1M1, 82,915
25100

*Tlaosa Bpures ans bolsived o hhve boch Prally suwewded, haw s, by garaportsd
caplial iosart of whael Bore 18 0o direct Alaksinn] Measim  Sen dRMHSET On
tipn 45 s 4E of Lty Balonoa of Tatmowtsons] Pryinemis of the Twted Btates 1o HeG
T & Doporument of Cotmacca, 161
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mg data 1 more apparent than 1eal, inssmuch as during
thiz poriod seversl foreign ecuntries converted part of
thair dollar balanees into gold earmarked for thew
secount 1n the United States.?

The spread of Gomon conduest over the graater part
of Western Euwrope m 1940 cut off sorne of the major
sources from which gpold and capital movements to the
Umted Seates had hitherto ongnated. The opportumity
and 1neentive for such transfars wers further reduesd by
the action of the United Stales Government in blockmnpg
the dolim assets of the oceupied countnes and,
uitimately, of all the rest of Contineninl Europe. As
a result of these developmenta, gold and copite] move-
ments on Cootmental European account havs bean
relatively small since the maddle of 1940,  During 1241,
from January 1 to Quteber 1, the recorded datn show o
aet capital outflow of $55,600,000, resulting muinly
from n decline in Swiss balances, whiie gold imports from
Continental Europe (excluding Russia) dropped to
neghsibls proportions

Drain om Britich Gold and Dollar Basourcss.

The United Iingdom’=s gold stecks—onother major
sonres of sarlier gold shipments to the United States—
had already been heavily reduced by the flight of eapital
before the outbreak of the wor nnd thereafter were
further deawn wpon to cover wor orders in this country
and other dollar requirements. By ths end of 1940
British gold reserves stood at only $202,000,000 agninst
$2,032,000,000 18 months enrlier. These reserves were
forthel rednced to $151,000,000 by Ssptember 1, 1041,
The main source of gold shipments to the United States
during the vear, howaver, was new gold produetiorn in
the British Empirs, although lesser amounts also cama
from Letin America and Kugeia,

In addition to the virtually eomplete hawdstion of
its gold roserves, the Tmited Kngdom hoes also drawn
heawdy upon s investments m the Umtbted States for
purposes of war financing Durmg 1940 {has with-
drawal was offaat by the heavy capital inflow from
cihor countries 2 weil as by the temporary acsumu-
Iatron of British assets In the form of advance payments
to Amerncah monufociurers on wir oldors, 15 refarred
te shove. During 1941, however, the dechne in the
outstonding amount of such advance payments, as da-
Liveries on orders were consumantted, together with the
continued hgqmdostion of Briteh mvestments, added o
the outflow of capital on other accounts.

The volume of British-owned dollar securities dis-
posed of in thie market in 1841 is partly ndiceted by
the seeuwrity transactions dala reported to the Tressury,
which show net sales of $222,000,000 for the secount
of tha Uhted Eingdom dunng the first 9 months of
the year. According to the ssme souree, the volume

' Bugh eatmarling operatinms msonpunctet with tho reduced mots of gadd Jdmperts
tid pther etors ooboally produmd & alghl derling o the meeotary: gold stonk of the
Uninied Biates 10 thw Ingk 2 monkha of Ehe Fesr frthe Arst boe wors Jaousty 1418
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of nel sales of such securities during the frat 16 months
of the war up to the end of 1940 had amounted to
$276,000,000 14

While gold reserves and security holdings were the
firet to be molulized for mestmg its dollasr axchanga re-
quirements, the United Kingdom: has also found it
neceasnry to realize on s direst investments m the
United States. Early in 1941 the Amernean subsidiery
of n large Britich company wis sold outright {o the
puble in this ecountry, yielding s net return of some
$54,000,000. Later a new procedure was adepted under

Flgors 3.—Foteign Purchases and Salec, and Net Purchazes

or Falas of United States Dommestic Secocities
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which Britigh wmvostments, msiesd of bang sold, were
pledged ns secunity Tor loans from the B. F, ©. Tlue
method was employed on & large scale in July, when
tha B. F. . annomnced £ lean of $425,000,000 backed
by a large volume of Brtish-owned dollar seeurities
and dirget mvestments,

In the meantmeo, tha depletion of the TUmted Kmg-
dom’s dellar nvaalobihiies, which Lhreatoned a drastie
eurtaiment i the Briiizgh wir potential, led to the
adoption of 1 more direct and extensive form of nssiste
anca hy the United States Government—the lend-lenso
arrsngement. The amount of such aid furmshed to
Ioreign couniries between passage of the Act on Mareh
11, 1921, and the end of November s valued at approx-

1 Fer m mare detsied drovmsmon of the moteatioh o Rrish doller mesty s pp
8- of the Fomnes of Intcroaynnsl Paymcals of the Tomed Etabm i wun, T, 5
Eioparimont of Commere, 1851, and ¥ swele an “Oald wad Dol Rrsswmes o
Ee Wby Eimpdns” 1 ks Fodieal Rogervy Bulinim for Diooamwbar 1842,
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mately $1,200,000,000. Thz total includes pot only
asiual axports, = praviousiy discussed, and ship repaars
and other services remcared, but ajso constroction of
plant faerlitics m the Tited States and goods in process
of mesnufacturs or awaiting shpment. In general,
navertheless, lend-lease aud moy be regarded as o par-
tieular type of “capilal outflow” additionsl 4o the re-
duetion i Britizh assate snd other cepits]l transfors.
Tha spesal character of aech “Lransactions’ e em-
phasized, howavor, by the provisions of the Lend-Lease
Act, which states that “the terms and conditions upon
which any such foreign govermment receives any nad
authorized * * * shell be those which the Presi-
Jont deems satisfactory, and the benefit to the Thited
States may be payment or repayment in kind or prop-
erty, or any other dhirect or mdirect benefit which the
FPregident deeme satisfoctoery.'”

Economdc and Financlal Aid to Other Countrias.

Whate the British were the princpal beneficiaries of
lend-lease ad 1 1941, lend-lease eqwpment snd ser-
vices have alzo heen supphed to verious other countries
In all, somea 32 counines culzide the British Hmpire
have been declarad ehgible for lend-lease assistanecs,
although some of them had not actuelly hegun o
receive such zid by the end of ibe yeor

China was among the fast countnes declared eligible
for land-deese a:d, and has alvendy racerved o substantial
volume of materfal and technical assistance, including
the improveraent of transport facilities over the Burma
Roed. In addition, the United States Btabildization
Fund snnounced on Ap:id 25, 1041, o 550,000,000 cradit
to be wsed, elong with cartan Bntish and Chinese
resources, 1 supporting the yuan. China alse con-
tinued to benefit 1n 1941 from czedits totalng §95,000,-
000 opaned by the Export-Import Bank in the previcus

B

¥ The so-ealled Hyda Pak agreemeni of Apnl 20,
1941, batweon the United Statss snd Canadn, which
laad down a program for mobilizing the resouvees and
cooidinating the production progiams of the two
countiies, provmided among othel things that Capada's
purchpses in tha United States of matenals and goods
to be used in equipment whick Canadn 12 producing
for the United Kingdom would be suppled under
lend-lease. As one developmeni of thiz program, the
Meatals Hesarve Company, one of tha K. F. O, sub-
sidipries, under the stockpils mogiam, snnovueed on
Fuly 2, 1941, an agreement fo advanee $50,000,000 for
power and plant expanzion m Canadg b eonneetion with
the purchasa of 340,000 tona of aleminum.

A lend-lonss agreament with Russis providing for
£1,000,000,00 of nid by Juns 1042 wes snnounced on
Novamber 6, and deliveries wers starled shortly there-
after. Prior to ts ngresment the Defonse Supplise
Corporation, another R, F. . subsidiary, had con-
tracted with Amimg Tiading Corporstion for tha
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purchase of $100,000,000 of materals from Mussis and
had agzeed $o pay half of this wmount in sdvence bto
provide the Soviel Government with funds for the
purchass of war supplies in the United States. The
United States Tressury had alse mede two advences
of $10,000,000 and 30,000,000, respactively, aghinst
gald to be deliversd by Russia to the Tnited Stakes.

Lond-lepse aid to the Neatherlends, includmg the
Netherlands Indies, has not entaited smy finanesl aid
or “capital outfow'’ from the Umted States. Under
an sprasment made cariy in Avpast, the Netherlande
Government has undertaken to make sdvance pay-
ment on the sp-collad “cash reimbussenient’” bask for
oll lend-lense articles  The Netherlands forewgn ex-
change position had been well mamtmned by the heavy
wolume of Umted States vmports from ¢he Netherlands
Indies, as andencad w part by an merensa from
£82,000,0G0 on Avgust 31, 1839, fo $301,000,000 on
Sepiember 40, 1841, 1n the gold rese: ves reported by the
Bonk of Java,

The lend-loase ogreemnent with Iceland, snnounced
Novemwber 21, 1841, also provides for payments on &
cash reumbursement basis, but supplementory arrange-
ments were made whersby the United States supplies
Iceland with the necessary dollar axchange. Under
these arrangements the United Stotes vndertokes o
purchase Teeland’s fish and fish ofl for doliars. The
dollers are to bo nsed by Iceland to pay For its vital
requireaments here, while the fish and fish oil are trans-
fared by the United States to the Tnited Kingdom as
defenso aid.

All of the other Amencnn republics have beon do-
clared eligible for lend-lepsr asmslonce, and lend-leass
ngreements have been concluded ¢r are in process of
negottion with a nureber of them. The agreements
made thus far provide that some part of tha cost of the
. defense orticles frapsferred shall be Lomme by the
covntry receiving aid, the proportion varying acoerding
to the economc positien of the country concermed.

Vanous other agreements and arvangements povid-
mg for econonce and financisl collaboration with the
other Amencan republics were made in 1941, New
loan authorizations during the year by the Export-
Import Bank, totahng 2182,900,000, were laxgely for
the Latm Amerean areq,

Included m the Export-Impolt Banlk's loans was one
of £30,000,000 for Mexico, granted a: pare of a broad
series of agreements, anngunced November 19, 1941,
covering trade and financial relations with that countey
These agresments alse provided for the extension of a
$40,000,000 credit by the United States Stabihzation
Fund, to be used in stebilizing the exchange value of
the peso, and for the confmued purchase of newly

W O Feowary & 1ML The Typastsy annomesd the puntlase of ao sddstons] 320,
e gl Srgus bho Soyret Unson  AS Ehe same Lt 3k b sy sbacd thad all of B
ok nEebst Lze 410,000,000 cdvanico Shd Pooe thitds of tha goid againgg the 520,000,000
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mmed silver fiom the Memesn Government by the
Unated States Treasury.

The finavcinl assistance extended by the Uhited
Blates Government, 11 conjunetion with the graat in-
creage in United States purchases of raw materials snd
othor faetors, has greatly alloviated the dollar exchange
poeition of the other Amercan countries, which had
besn subjected to ¢ommderabls stimn m the early
monthe of the war. This mplovement is reflected in
the appremntion of some of the Latm Amerean cur-
renciesin terms of the United States dollar.  I& may slzo
aceount for the deelme m gold shipments {rom the other
Amgrican republice to the Tlmied States, which
amonnted to only 55,000,000 in the fist 9 montha of
1941 ae cormnpared with I0R,000,000 in the sama period
of 1940. Omn the ome hand, Arcentme, having rectifiod
its trode position with the Umited States by o shorp
reduchon w wnports and an aver sharyper ingrease in
exportg, has not continned slapments oud of its gold
roserves gince the end of 1940  On the other hand, ot
least fwo of the prncpal pold-prodocing countnes—
Meaco and Binzl—mppeor to be reteinmg part of
their new production at home and addime 1t b0 then
FEBAYVES,

Finarice
Federal Finance

Growing expenditure for srmomentz dominstbed
financinl developments throughout the whole of L1341
Within the year the Federnl financial statements
came to roflect a substantinl share of the Nation’s
economic activity, with cxpendibures of all serts
advaneing by Decamber o an annual rate of moras than
30 bilhon dollars  For the year, aggregate budget out-
lays rose #o 19 hilion dollers, nearly double the 1948
volwine snd toppug the previous penk of 18 5 hullion
in fizcal year 1910, Moreover, at the oulset of the new
year, the President announcsd the Nofion's amaments
zonl: snoutlay on wa matoris] m the seeond half of fisen]
year 1042 of 17 billions, fallowed by an expenditure of
56 biliwns mn fiscal yonr 1943, Thus, 1t beenms apparant
that pubhe spondig would absorb all finaneial re-
sources that eould be made avmlable.

In & small reessure, the syms program helped finance
wself, for tax yields were up sharply, o resvit in part of
ths lugher national msomez prodoced dicectiy  and
mdireetly undor stmulus from tho arms expenditore.
Of more Mpoi tanee m elevating tax yelds, however,
wera the lngher rates establisbed under the two revanue
neta of 1940, Of course, the Revenue Act of 194)
advaneed tax rates considerably further. Howorer, the
merensed tax habilies ipeurred theroby are payabla
for the mosi part only m 1943 ; consequently, they were
responsible for only o very small amouné of the peak
8.8-billion-cloar net tax and miscellonecus revenne
received by the Federnl Government m 1941,
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Despita the advance m tax receipts, the reeord
sxpenditures nessssmioted s 12-bilion-dollar increase
in the public debt. Ia the main, this wes financed
through beawer investmont on the part of private
individuals, corporations, and Govermment irast ac-
eounts, bot the banking system was again called npon
to absorh a good share {one-fourth) of the increass.

Treasury Expenditures

That 194) was a vear of transition between the
comzparslvely modest defenss effort of 1240 and the
all-out wnr production of 1842 is evident frem the
figures relating to Govermment expenditures. Expendi-
turesof direct nahional-defense agencies ad vanced about
%8 bilhon dollars, one-half billion mors than the
merenss m total Treasury ontlays. Thus difference was
the result of reduced ovtlay for the agvicultural, unem-
ployment relief, and puebhe-works programs, offset
poctinlly by higher interest payments and by larger
transfers of funds t¢ special brust accounts As is
axplamed m the introductory section of fhiz revicw,
war expenditures were nocelerated throughout the year,
In the fingl quarter such ontlays had rison to 4.3 hil-
Twons, or 7¢& percent of oall Tressmy expenditures, se
compared with first-querier defense spending of 1.8
bilhon, equivalent to B3 persont of the total In
Decombor nlone oxpenditvres of apencies conecrned
with the rbisy program {other than the Recoasirya-
tion. Fuenec Corporation) amonnted to 1 8 hillion, less
thar a third under the total of such axpendﬂ.ureﬂ i
19440,

In If41 ihe Tressury classified as defonse expendi-
tercs only those arising from approprintions made
directly for mlitmy purposes. Army, Navy, Manlime
Commizsion, Leénd-Lease, and the verious direclive
agencies To compleie the picture of mims activity,
1t 15 necessary to take nocount not only of the astimties
of povernment corporatiens {discussed below), but aisn
of the faet that durng the year many of the fonchons
of regular goveroment agencies were reoriented to have
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Figure 3—Cosh Incomw and Owige of the Treasury, and
Excess of Cash Qutgo
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a direct bearing on the wor offort  For cxample, wlile
Works Projects Administraiion expenditures were oot
from 14 billion m 1940 to about one bilhon in 1941,
the reduetion in “nondefense spending” was much
lorger, for nesrly 40 percent of the project cost charge-
gble to W. P A approprietions represented work
whick wes maialy militery in character. Smmglarly,
tha agricultural program was changed to encournpe
the produstion of agneulturel products essential to the
prosecution of the war, and the character of Nationsl
Youth Administrotion and Creillian Conservation Corps
prograrng was sliered o cmphasize defense Sraning
nnd defense projocts

Bowsver, it 18 alpnifieant that the omly Treasury
categomes of expenditaves higher v 1941 than m 1940
weto—agide fiom duect armament cutlays—mierest
raymenis and tronefers to irust accoonts  Notwith-
standing & chanpe m the compostion of the publie
debt whieh cilected a decreasc in the computod mtorest
tate, the substontially higher cross debt neeessitated
mterest payments 70 mullon Jollars giaater than pay-
ments m 19440,
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Transfers to trust accounts were 578 milhon 3 com-
pared with 223 mullion m 18940, largely becsuse of
funds pronded for the Surplus Marketing Admipistra-
tion, whose eperatwons recently were put on n trust
rocount. basis by the Treasury.®

Treasury Receipts

Az o result of the combined effects of a higher
nafronsl meome and Lbe higher tax rates estoblished
under the revenne acks of 1940 angd 1041, total Treasury
receipts {mneluding about 300 mullion dellars divectly
traneferred to the old-age and survivors msurance
trust fund) mereasod nearly $0 percent over the cor-
respoading 1840 figure {0 o record level of .6 bitlion
dollars.

Tt must be remembered that mmeome ond excess
profile tax collections, sinee such taxes aro payable m
the current year on msome receved in the prewmons
vear, refleetad nether the 1941 level of setivaty nox
the Ligher rates established under the Revenvs Act
of 1841 Honce the substantial advance 1 income
tax receipts was due mainly to the rates provided by
the 1940 revenue nets, adthough the meome gam
tehieved in 1940 was aleo o relevent fastor Lepgisla-
tior s 1940 relating to personal meome taxes hod
reduced exempiions 20 poreent and inersased effactive
gurtax ratez in gortain brackeis; the eorporation ineomop
tay stryeture alao had been modifisad hoth by an in.
erease 10 tax reles and by the imposiben of an
exeess profits tax  Im addition, provision had heen
made for & spoejal dofense tax eguel to 10 percent of
the regular computed imeome tax.

Largaly bs o) eanlt of this legislation mdividual ineome
tax colleclions mereased to 16 bilion dollms, as com-
pared with the 1840 level of slightly more than onc
billicn An even larger advance was reported for

i Truzk poocunt bromstors ane incudod 1 the ewponedibenes Nigares in 11ble 280
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corpointe meome and other profits taxes, including
327 million dollars of excess profits taxes, for whech
there were no comparabla 1340 eollections. These
recalpts wers doabled to a total of 26 bilion dollors

Miscellaneouns internal revenue—mostly excise taxes—
sontnued to be tha largest single revenue categoury
as receipis expanded to 3 4 bilhon from 2 6 tulhon n
1940, Port of {lus increase agan was produced by
higher tex rates. The expansion shown in fable 29 for
the final quarter, however, was the joint result of the
new rates mtroduced by the Revenua Act of 1841 and
the poyment at that time of the bulk of the capial
stock tax (26§ mullion dollars ovt of a total of 270

ratdhon)  Also included s part of miscellansous rave-
nue wore the sstate and gift taxes Thess yalded 400
miiien m 1941.

Custorns receipts hitewise expenenced o marked in-
crease m lcecping with the expansion of mmports. Em-
port of high-duty goods was particularly heavy (the
metnls and wool ere outstanding 1lustrations) ; so total
recapis advanced to 238 millon dollars, sbout & third
higher than the previcus yesr. Port of thus increase
waa dlusory, however, for & substantial shars of tha
1evenle was received from imports of strategic and
other materals made by the Government itself through
such agenmes as the Matals Keserve, Kubber Eesarve,
and Defanse Suppliss Corporations

A fing] eatepory of tax receipts mcludes those pro-
duced by the socisl-secunity rod ralrosd-employment
taxes. The expansion of business sebivity in 1941
elevated the aggregate of this revenus to 1,036 milhon
dollors” (the 1940 total was 372 nalhen)  Ewveluded
From the Tieasory's “net’’ 10coipis, bot incinded in the
abova figuies, 12 an amount ogual to Lthe colleetion of
soop] seenity employmoent Loxes (1 e, sxeluding the
Federal share of wnemployment insurance {axes) less
reanburgements Lo the general fond for sdministrative
expenses. These funds ave automatically appropriated
to the Fedaral old-age and survivors nsurance trust
fund, and henes are not available for Anonecing regular
government functions except insofur o8 the trust fund
provides an intooal macket for public-debt isanea.
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Nontax receipts, heanly mftuenced by the return of
certamn funds by government corperations, moreased
from 263 multion 1 1940 to 535 mihon m 1941

The Révenue Act of 1341 and the 1%32 Budgat.

A financial development of cenmiderable mnportance to
which some 1eference alrendy has been made was the
passage of the Revenue Act of 1941, Ongnally this
was desigiied to expand Federal tex recepls to bwo-
thirds of the tetal anticipated expenditures, To ths
end, a combmation of new taxes and wpward rate
revisions was installed to yield (ot the meoome Jevel
expected to prevadl m 1942} betweer 3.5 and 4 ballion
dollaze in Treasury recapis However, though the
ongmsl estimatas of yields ore hlzely (o be surpassed,
the tremendous increaze in wir needs iz more then
doubling the volume of expenditure the MNabwen is
preparing to uadertals.

Tnder such circurnstances further tax Tewnisions ave
required, and the Premidend requested, i his hudget
messoge ot the outset of 1942, lepaalation to sasore the
addition of 7 hillion dollare te tax Teceipts for fiscel
year 1048, This would raise total receipts to approm-
matsly 23 6 billon in ¢he fiseal year 1543  An addi-
tisnal request was made for 2 hillion in pay-roll jexes,
to be diverted directly into the sorcial seeurily trmst
fund. Even so, however, fuifillment of the expenditure
goal would leava tax recaipts ot considerably less than
half of the total government outlay.

Some wden of the evolution in the various sourees of
government funds may be gathered from figure 33,
whirh presents actual tofal budget expenditures and
net budget recaipts by major types for the past 4 veare,
2& well a5 eetimntes contatmed m the turrent budges for
the fiscal yenrs 1942 and 1943,
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Now tax legislation will undoubtedly modify the
Federal tax strucbure in many mmportant sspests, In
this regord the Prestdent 1equested in his 1942 hudget
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messdga a continiance of the trend towards more pro-
gTessive taxafion  Bowever, also o be confulered were
the anti-inflationary aspects of the Lax system, these to
supplement, but net supplant, revenue and equity
considerations

The Revenne Act of 1841 had followed progressive
lines Inm genernl, income taxes, both corporats and
personal, hod beer shorply advaneed, and heavy ex-
cise duaides had besn placed on 4 Tnrge number of con-
modities, particularly ¢onsumer durnbles, Besides
lowering pazsonal ingome exemptions (thus inereasmg
tha number of textpayers), tax rotes wers rasad rela-
trvely for the Iow and middle inecome groups, with
surtazes being increased and extended ail along the
line Kates of the oxcess profits tax were aleo
advoanced, thongh chanpes were nni marked, The

Figure 33.—Budget Receipis snd Expenditures of the Federal
nment
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net offect of ihese alterstions om &he ravenve azpected
to berecerved in fiscal yoar 1942 is shown in table 301

The Rising Public Debt

The tremendous growth of armns expenditires made
hecessery & héar-rocord sddition to the public debt.
By the end of the wyesr, the debé outstandimp had
reached 53 billion dollars, an incresse of nearly 13
bitlion. The regulor budget defieit of about 102
Lillion was angmented by 1.1 bilhon in axcess of expend-
itures in trust, checling, and miscellenesus accounts,
and by an incresse n the general fund balance of 1.6
billion. Table 31 shows o reconaliation of the bhudget
deficit to the increase in the puablic debt for 1941, and
estimnied figures for the fiscal years 1042 and 1943
nd giver in tha 1943 budwet,

In addition, the volume of outsinnding obligations.
guaranteed by the United Stotez (exclusive of these
ownad by the Tressury) ineressed hy 410 millisn. Tn
Oetober the financine of govanment corporations was

1 Fag gre detsdyd dimusaon of e Rovewes Act of 1941, 3ea Survey of Carrank,
Businesd, Oabaler IML Dp. 4=0
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integrated with genoral Federal finaneing. Wheress in
the past the various corporations Hoated their obliga-
tiong on the open market, the new procedure enlls for
Trepenry purchase of all sueh new jgemee and refunding
of matured igsues with Treasury abligations. The affect
of thiawillbatoinerenase the proportion of the total public
debt which 13 in {ho formt of dizest Federal nblications
and to decrease correspondingly cutstandiny puarantacd
izzues.  Only one such tromsaction oceurred during the
past, year; on November 1, Treasury notes m the
amount of 503 milion were exchanged for an equuvalent
smount ot maturing notes of the Reconstruetion Financa
Corporation and the Commodity Credié Corporation.
The 1943 budeei shows thai purchases and refundings
of securities of government corporations will amowné to
3 billon w fiscal 1942 and 4.4 billion in fiscal 1943.

Table 31 —Factors of Increase in the Public Debt, Calendar
Tenr 1941, Fiacal Yaars 1942 and 1HS
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The incresse in the public debt was of neceamiy
largely financed by publicly oiffared securities. While
the ned investment of trust fund sccounts—principally
the two social securily sccounts—omounted to 1,812
million 95 compared with 1,138 million in the previous
yenr, there still rernsinsd 11.4 bilien to be rused from
nongovernmental zoureas. Finaneing was facilitated
somewhat by the issnance of & new series of tax antie-
patien notes, aales of which returned 2,471 mullion.
Theso notes were fivat offered Aupust 1, and by the
end of that month sales had amounted {0 more than
one biflisr dollars.

On May 1, the sale of United States savings bonds
was discontinued, and in their place 3 sartes of defonsc
bonds were offsred. In additwn to Series E, which is
in effect n continuvetion of the old savings bonds, an
offaring waz made of 2 entircly new series designed
primarily for large investors. MNet sales of those bonds,
plus neb sales of savings bande prior to May 1, smountbed
to 2,045 million.

Subscriptions to special issues, tax snticipation notes,
anid savings bonds thus accounted for over 7 billion, or
more ther half the incresse in outstanding debt. Bond
and note sales through regwlar fnancial end banking
choonels accounted for the remainder. The increase
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i pubheiy-hold boends other thap savinge bonds was
5464 mithen. BSpecial pational defense notes-—first
is=ued in Decomber 1940 and notable for their low
mterest rata (¥ percent) m spite of the fact that the
misrest income 1= fully taxable—ncressed by 835
milhon

Tablke 32.—Compocition of the Pablic Debt a3 of Decenthar
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In addition there were 6 major bond issues which
resulted in Treasary nequisition of 4.2 billion it pew
cash snd in refunding of maturing bonds end notes
amounimg {0 2 § bilion, with net retiremant of regular
Tieasury noles amounting fo 816 mmilben. Toward

Figure MM —Comppaition of Undted States Gorernmaenc
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the end of the yosr, weekly offerings of Treasury bills
were mads in excess of weekly maturities. Most of the
700-million-doller ineresss in cutstanding bills scourred
after Qotobar 15.

Decline 0 Inreragt Bates.

The Goveroment had litils dificulty in satisfying
its firsncial requirements in spite of the fact that its
demands on the money market ware the heaviest sinca
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the World War. As s matter of fact, the yicld on long-
term Treaswry bonds fell to a record low in November
{see figuxe 38), with the 234 percent 1967-72 bonds
which had becn issued in October being quated ot 1034
ft the month's end. The market broke slightly m-
mediataly following our entrance into the war, hawever,
and these bonds, as well a5 the 2-pereent medinm-term
bonds 1zsued during Decemiber, clossd the yasT near par.

Fmancmg was compheated somewhat by the Pabhe
Dabt Act of 1941 which reguires that mterest om all
Trensury obligations 1ssued aftar March 1, 18941, be
fully tazable. This provision necessitated a higher
coupon with respect 10 new bond and nofe izsves, and
resulted in lower bids for balls. The diseount rate
on new Treasury bills issned after March 1 was about
0.1 pereent, whereas bills had been sold in the recent
past on & ne-yield basie. By the end of iha yoar, how-
aver, o substaniinl reduetion in eXeess rezervad ot New
York Clity combined with a conimmed pressure of de-
mand far short-tarm funds had so tightened tha market
that discount rates on Treasury hills rosa to approxi-
metely 0.3 percent.

With nll feanes egcept savings bonds heing foated
during the year ot rates balow the previous compuetad
intereat rate and with refunding oparations resuli-
iog In the substitution of 2 and 2% parcent bonds for
maturing issees bearing coupons of 3 snd 3% percent,
the computed interest rate declined from 2 586 peveent
to 2 409 percent.

Government Corporations and Credit Agencles

A good share of the Fadera! Governnrent's financed
activity is earried on by Government corporations and
credit agenmes, only o part of whese naneisl tromsae-
tions are reflected i the regular budgat. Alchough their
operations during 1941 were overshadowed by the -
precedented roluma of regular budgeted spending, Ehese
agencies played an importent role in economic develop-
ments during the year. This is partivularly trus of the
sn-called national-defenss oecporations, which, ns sub-
sidiaries of Reconstruciion Finance Corporation, have
the primary function of spensering essential projecis
which are not suited to private finanding becanse of the
risk involved or because of their necessary integration
with the over-all defense program.

4z of September 13, the latest date for which pub-
fishable fizures are avalabls, defense commitmenis by
these corporations and by the Beconstruction Finonce
Corporation itself bhad been made involving 3,915
million dollers as follows:

Aoy of
LI E ]

Rubber Resarve Corporation. oo - ceemeeme oo 210
Motalx Toasorve Corporadion. oo mecmmmee oo 970
Dafense Suppline Corporatton ..o ero e L 207
Diafenge Flant oot aiifon o oo o e eem et v mm e e A T
Defense Homes CorporatioDe. o camcem— o emmee s 12
Raconetructisn Finanse Defense Loans. - _____ 474
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The first 3 corporations sye engaged primaniy m im-
porting strategic and critical matarials. Tha Defonce
Flant Corparnbion, on the eiher hand, finsnces domestic
industrial facihties npon the recommendation of dofensa
ogencies and lenses them to priveie operntors. While
title 12 rotoined By the corporntion, provision is ofton
made for purchaze at the snd of the emerganey at the
option of the lessse. The Dofenss Homes Corporntion
finances rezideniial constructron in congested defense
arans, while Reconstvustion Finsnes Corporaticn de-
fense loans are made on both short- and long-term bages
to supplament private financing of business organiza-
tions spgaged in national defense work.

Tahle 32 presenis some swlient balonce shoot atatis-
tics for all Government corporations and credit agencies
as of Drecember 21, 1941. Excluding inter-agency trans-
actione, total sseats of these apanetes inereased by 2,160
million over a yaar sarlior, whiie their habihtios, exelu-
tiva of obligatione ownoed by other Government seencies
and tha Tressury, advanced by 239 million

Tho grentest meroases of assats wore those of cor-
porationz. and agencies direetly concerncd with the
war program, and—in contrast to the norma) situa-
tio—anbstantial holdinge of tangibles wers veported,
Thue, assets of the 5 Reconstruction Fmance Cor-
poration submdinries listed above increased by 757
mwilllon a3 & resulé of thelr stockpiling and defense
constraciion aotivities. Assets of the Mmitime Com-
mussion, consisting for the greater part of ships building
or coniracted for, rose shout 539 mmllion, wlhile &x-
pansion of power resources in the Tennessee Vallay
was largely respensible for pn advence of 104 million
in the property holdings of the Teonessee Valley
Aunthority. Commedity Credit Corporation holdings
of agricultural commeodities, prineipally wheat, in-
cresaed 50 groally that 2 47 million dollar decline in
crop loans was move than ofises, leaving o neb increass
mn assets of 347 million,

On the other hand, with the exception of the Re-
construction Finance Corporation, lending sgencies
in general changed their asset position but Little. In
some instenccs—ihe Home Cwmers Lioan Corporation,
for exzpmple—holdings were actually curtailed.

Of the totsl increase in libllitles, only about 7
percent rapresented an inereass in outstending guaran-
teed obligations, the balance being aceounted for mainly
by resorve secovnts or by liabilities on aceount of con-
tractors’ commitments for fubure performanca. New
fund requirerrents of the Commeodity Credit Corpora-
fion and the BEeeonstruction Finanee Corporation prior
to October, required the issugnes of new guaranteed
obligations of about 1.2 billion, Howaver, Home
Owners Loan Corporation and United States Housing
Authority issues smounting to 303 million wers retirad
on maturity and other guarsnteed obligations were
raplacad with Treasury notes in the amount of 503
milion on November 1. Thns, thera was s nat increase
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in outstanding debt gouaranteed by the United States
amounting t¢ 411 mullion dollars, bringing the total of
such debt to 6.4 billien.

Table 33, —Salient Balance Sheet Statigtics, All Govern-
mﬂo tnldl::%r‘pomﬂons and Credit Agencies, ag of Dec. 31,
10 and W1
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Banking Developments

As was suggested above, the banks again abeorbed
a large pert of the mereaszed public debt during 1941
This was not the only menner in which the growth of
the arms program wmfluenced bonking, however. Heavy
inventory mvestment and sizable private capital forma-
bion, both of which were ather directly incident to the
mihiary progrom or crented a3 a 1esult of conditions
preduced by it, led to a very substantial ndvanee 1n
buzminess [oana.

Morcaver, these assct gams, in combination with an
npward revision of resarve requirements, a smaller gold
inflow, smd ineressed monsy in cirenlation, all wals
instrymental in halving the volume of axeess roserves,
Nevertheless, at the year’s end the banking syslem ztill
held reserves exceading 3 billion dollars, capable under
sxisting requirsments of supportmg a further cradit
axpansion of considerable size.

Growth of Loans and Inorestmenis.

Altopether, loans and investments of all Faderal
Beserve member banks mereased apprommately 8.2
hillion dollars dwring 1941, Roughly half of this
axpansion consisted of additions to povernment bond
portfolios; so that at the end of the year member banks
held Fadersl issvues totaling about 19.2 bulions, or 46
percent of the marketable publie debt. However, only
sbout one-fourth of the additional debt erented m 1941
whs absorbed by the banks.

The balanes of the inereass in loans and investmenta
consisted almost entiraly of pemmersial and industriel
loans. A survey mada by the Federal Reserve Board
in April showed that ebout two-fifths of all sueh loans
subsequent to July 1940 had been made to mdustries
apgaged heavily in production related direetly or indi-
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rectly to the armament program, and there 1 evidence
that approximately s same rateo held through the
second and thivd auarters. However, the growing
magniitde of the war program, plus prionty restne-
tions which operato to curtal almost all nonessential
imvestment, undoubtedly will mncrease the proportion
of bagk loans required to finance nvestment related

Figngs 35 ~Loans amd Invescmants of All Mamber Banks on
Call Daces, End of June and Decembar
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The nze in Joans aud investments wag the domanant
faclor accounting for an expension of deposits. Dae-
poslis in weakly roporfing banks (melnding Tnited
States Government deposite) inerensed 2.2 billion dellars.
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during 1941, bringing the total of such deposits te over
25 hallion at the close of the year. Tn conjunction with
the larger amoun’ of money m circulation, the expansion
of demangd deposits brought the volume of iqud funds
to & level far higher than eny previously attamed.

Decline In Excess Recarvea.

'The expangion of deposite required sn addrtion to
reserves of more than 800 milbon dollms. Further-
mors, reserve requirements themsclves were raisad o
the maximum permtted under exsting logiskation: 26
percent for central reserve ety benks, 20 percant for

F:guu 0.~Demand Deposlta. Adjusted, and Index of Anoaral

of Turn-Over of Dempand Beposits, Adjosted for

Sumnl Varfations, in R ting Member Banks in 101
Leading Cities, and Money in Cirenlation
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resarve city banks, and 14 percent at couniry banks,
This action was made effective Novembor 1 and in-
creased required reserves by ocarly 1 2 bilbon dellars.

Eixcess reserves wore reduced forther by an actual
drain an reserve balances as 4 result largely of un un-
wsually great demand for mors errculating medin which
wes not offsst by new funds. Increased transactions
incident to lugher business actiniy was the main factor
in exponding money in circulation by the record sum of
2.4 bilkon to an aggregate of 11.2 billion at the end of
the yeor, In recent veara new funds from additions to
the mengtary gold stock have been more than ample o
take cac of the séeadily msing volume of money n
circulation ; however, for rcasons set forth below in the
section on mternationsl finance, monetary gold in-
creased by only 741 million in 1841 as compared with
4.4 bilbop in 1940, Other factors sffecing the lovel
of excess re=arves ore shown o tabla 35,

Now York city banke Iost reserves to n somewhat
graator depres than othor hanks, o circumsiance which
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contributed to & shght bordepmng of moeney rabes
toward the year end. However, reseives still were dis-
inbuied widely and frirly evenly.

Tahle 3% —Factors Affectimg Total and Eicess Reserves of
Member Bandts, 1941
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Interest Rates and Security Mackets,

One of the most significant financial developments of
the year was the stability of nterest rates. Even in the
face of & record caprial formation, the structure of rates
did net change widely, and those advances which did
occur were nck of an important magoitude

Figure 37—Meonetory Gold Stocks and Member Eanks
Rezerves, End of Month
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Tho high grade bond markeb, for exampls, main-
tomed ite strong positwon throughout the year. Aftar a
small increase during the first lew months, bond yiclds
declined steadily through November. However, lolow-
ing the declaration ¢f Wor on December 7, and agein
after the Tressury's heavy demands for new funds 1o
the middle of that month, yialds rose slightly and it
wppeared, as lhe year ended, that the low point of
long-terro intevest 1abes had been reached  The munor
break in the Goverament bond market after our entrance
into the War was quickly arresied by Federsl Roserve
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purchages; it B inte esling 10 note that these porchases
amounted 1o only 59 million dollars s compared with
puarchases of over 400 million ofier the oulbreak of the
War in Ewope in Septermber 1939,

The spread between high- and low-grade bongds con-
tinued to narrow, with the position of municipals im-
proving relalive to partially tax-exempt Goveinment
honds because of the higher surtax rates imposed by the
194] Bevenue Act,

Figurs 38.—Yhld of Corporate Bonds by Ratings and of U, S,
sury Bonds
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Short-term cornmeacial and financinl rales temmnead
sirady, As has beon mentioned, Treasury 1aies on new
kdls mereased moderstely i Morch becavse of now
ia¥ provisicns, and rose rather shmply in November, os
hd ihe Ficld on notes

Lowetr Stock Pricog,

Cne of the very fow sectors of the economy wiluch did
not record sore improvement during 1941 was tho stock
market. Nodwithstanding one of the heaviest profit
volumes in business hisiory and the largest dividend
poyment sinea 1937, the average of all stock pices en
the New Yok Stock Exchange actually was 15 percent
lower m December 1941 than o yeay caalier. As com-
pored wath 1937, the Decembor average had deelined
onc-thurd, and it was dewn by two-thinde when con-
trasted with the average for the whole of 1925.

Troders and investors wore mote unpressed willy the
unceripintics of the business fulora than with tho currend
profit record, and only 170 miltion shares wore lrans-
forred on the New Tork Siock Exchange, iho lowest
snnval volume sinee 1918, The break w the mooket
after our Doclaration of War was only of minor aignifi-
cance in the general movement downward iroughout
ihe year Talling stock prices and inercasing dividend
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pagmenls sombined Lo inerenso vthe average yield on 200
common Btockz (a5 computed by Moody's) from 5.7
percent in December 1040, to 78 at the end of 1941

Figure 39 —Indexes of Industrinl Stock Prices, Cor it
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Relatively Small Volame of Corporate Ismws.

The capital mmlels reflocted the extensive role
played by Govarnmenf investment in the growih of
capital during the past year. Coporats zsucs for now
capttal arnovalad to slizbtly mora then 1 billion duzing
the year. While 1z volume was high compaied 1o
flotations in the 1ccent past, 1t was excepiionzlly low
for & pexiad of 1apid cxpansion, foibng 10 reach Lhe levela
atigined m ebher 1936 or 1937, In addition Lo puiblie
Bnancing of capital plani, business has velied to an
ine1easng extent on mtetnol finoncing made possible
by the accumulation of 1dlo belances dwng the past
6 or 7 yoars.

Railroads and public ulditics contmued among the
heaviest bowowers fiom the orgenized corporate capital
maikets, accountng for over 60 percent of the new
copated issucs with @ single offeimg 10 Auvgust—in
excess of 200 milhon dollors—by Amencan Telephonre
and Telegraph dominating the year.

In spite of dechning bond yields, refunding opern-
tiens were slightly lower in volume thon m the preced-
mg 2 years, azgrogoating & litle more than 1.5 billien,
with over two-thirds of the total taking plaee w the
fivat & months, A large proporlion of the long-team
enpital charges bave by now beon adjusted to the low
intercst ratea which wore provded n the past few
Feara,

Munioipal flotations dropped to 938 millen, the
loweet agercgate sinee 1937; {urthermoro, only 516
million of tlus represented now money, as many cities
took advantage of the favorable position of municipal
ohhigntions in the bond markot nnd redwecd their
mterest cosis through refunding.



